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Forward-Looking Statements
This report concains forward-looking statements
that are based on JSAT's own projections and
estimates. The markets where JSAT is active are
extremely volatile, subject to rapid shifts in
technology, customer demands, prices, changes in
economic conditions, potential sacellice failures
and many other variables. Due to the risks and
uncerrainties involved, actual results could difter
substantially from the content of these stacements.
Therefore, these statements should not be
interpreted as representations thae such objectives

will be tulfilled.




JSAT Corporation and Subsidiaries

Years Ended March 31, 2000, 2001 and 2002
i i Thousands of
U.S. Dollars,
2 ] Percentage . Except Per
; Millions of Yen, Except Per Share Amounts Change Share Amounts
b 2000 2001 2002 2002/2001 2002
For the year
£ Revenues: A ¥ 26,986 ¥ 38,160 ¥ 40,783 +6.9% $ 306,638
; Telecommunications business services 10,182 “11,777 12,976 +10.2 97,567
& Satellire broadcasting services ' 14,152 16,900 18,000 +6.5 135,338
:“* Telecommunications carrier services 2,579 8,923 8,732 2.1 65,656
% Other | » 73 560 1,074 +91.7 8,077
i
\.-  Operating income 7691 1L171 11325 +14 85,150
%3 Income before income taxes and minority interests 5,675 9,695 9,994 +3.1 - 75,145
5 Net income 2,697 5,125 5,609 +9.4 42,172
— Net cash provided by operating activities : 15,678 22,728 19,930 -12.3 149,850
ﬂ Capital expenditures 36,580 15,622 12,369 -20.8 93,001
H EBITDA 17,977 27,024 27,963 +3.5 210,248
g Depreciation and amortization 10,167 15,420 16,476 +6.8 123,877
z’% EBITDA margin (%) T 66.6% 70.8% 68.6% - -2.2
] .
"j Return on equity (ROE) (%) — 6.8% 5.8% -1.0
% Per share data: :
5 Earnings per share—basic ¥9,793.66 ¥13,936.64 ¥14,638.58 +5.0% $ 110.06
e —diluted 9,793.66  13,93531  14,638.58 +50 110.06 .
E At year-end o
Total shareholders’ equity ¥ 55012 ¥ 95884 ¥ 96,907 +1.1% $ 728,622
Total assets 140,100 169,640 163,432 -3.7 1,228,813
% Number of employees 157 174 251
Notes: 1. U.S. dollar amounts have been translated from yen, for convenience only, at the rate of ¥133=U.5.81, the approximate rate of exchange on March 31, 2002.
2. EBITDA (Earnings before Incerest, Tax, Depreciation and Amortization) represents the total of net income, interest, tax, depreciation and amortization.
3. The EBITDA margin is the ratio of EBITDA to revenues. )
+ 4. The ROE at March 31, 2000, is not shown in the above table as ic was before the Company's initial public offering on August 4, 2000.
5. The number of employees includes staff seconded to other companies, but is exclusive of part-time staff. The number comprises 199 JSAT employees and 52 Sarellice Network, Inc.

s " (SNET), employees at Macch 31, 2002.

i Change in Revenue Compasition
B Revenue Composition (Year ended March 31, 2002)
{Millions of yen) .
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£5) - July 2001 Acquisition of additional shares
E in SKY Perfect Communications
{ January 2002 Law Concerning Broadcast on
‘ Telecommunications Services
came into effect
May 2002 Commencement of a new broad-
) i casting service using JCSAT-110
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While waiting for your restaurant meal to arrive,
enjoy interactive games—right there at your
table—delivered via satéllite communications,
Satellite technology is becoming an integral part
of our everyday lives in ways we could not have

dreamed about just a few years 2go.




'_(L‘AN)vvml'un the restaurant r_hen
' ‘feeds the data to 'hqmd crystal

dxsplay (LCD) touch screen ter-

rnmals set up on each table

already in the process of rolling out the terminals
across their entire chains.

Another completely new innovation is adverris-
ing windows for convenience store chains. This
system involves a special film being stuck onto the
inside of convenience store front windows, which
becomes a screen for showing advertisements and
other information using audio and video dat_a
delivered via satellite. It fully exploits the
advantages of satellite technology for multicasting'

high volumes of data over a wide geographical area.

Strengthening Ties to Type I
Telecommunications Carriers

From live broadcasts of concerts and sporting
events to the transmission of images to mountain-
‘ous and remote regions that cannot be reached by

terrestrial broadcast signals, satellite technology

boasts the flexibility of being ablé to transmit from .

any location, as long as.you have portable. transmis-

sion equlpmcnt In'August 2001 JSAT purchased

67% of the shares of SNET, a Type IT telecommu-

nications carrier and Japan’s Iargcst provider of
satellite uélink services foibroadcastir-lg and com-
munications. Through this capital stake, SNET.
became a consolidated subsidiary of JSAT. In addi-

tion to providing uplink services for licensed

 broadcasters using: the SKY PetfecTV/ placform, - -

" earth station

A satellite news
gathering vehicle

Type Il Telecommuni-

. cations Carrier

A reseller and provider of
telecommunications ser-
vices utilizing circuits and

other infrastructure owned

by Type I telecommunica-
tions carriers, including

JSAT

o i i
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A related services and equxpmcnt

wsed for in-co pany networks and live broadcasts.

NET pcrate satelhtc earth stations, sacellice

NEWS gathenng (SNG) uCthlCS equipped with

trarismission Aantennas and provxdes services for

tsers of very smﬂl apermrc termmals (VSATS).

developmcnt project: waS.

A 45cm ultracqm’pa?
parabolic antenna for z-

VSAT system

4 ¥ - £F 2
R B ERR MtV EC Y

August 2001 Acquired 67% of the outstanding

shares of SNET

Received Technical Regulation
Conformity Certification for a
45cm ultracompact parabolic
antenna VSAT system
Announced the joint development
of a Luneberg lens antenna

November 2001

launched with the aim of bringing high-speed
Interner infrastructure to the country’s remote |
islands and mountainous regiéns. As a solution to
the so-called “last mile” barrierin a.reﬁs diﬁ‘lcﬁlt to
‘serve with terrestrial networks, JSAT is advocating
the adopﬁon of VSAT systems. Sepa:ételf, in
Novechr 2001, JSAT, Sumitdmo _Elécfric
Industries, Ltd., and Sumitomo Corporauon

announccd the joint development of a new anten-

na capable of receiving data transmissions from-all

JSAT satellites. Employing a hemispherical -
Luneberg lens, the new antenna offers two distinct
advantages. First, users can simultaneously receive

existing broadcasting serviées; Iingluding SKY

" PerfecTV/ and from 110 degree East orbital slo;.

“communication satellites, using a single antenna.

And second, it is expected to promote the develoP-‘
ment of new applicatioﬁé by link.ing the broadcast
and communication services of mulnplc satelhtes
We are currently workmg w1th our pr0)ect parmers

to commercialize this product.

A Luneberg lens
antenna :

NTT Satellite

" Communications

A Type Il telecommunica-
tions carrier established in
1998 as a joint venture
between the NTT Group
and JSAT. Provides the
.Mega Wave Pro satellite
intranet service for corpo-
rations as well as other ser-
vices.

Internet Protocol Ir)

A dara addressing scheme
thar lies at the foundation
of the Internet allowing
computers to communicate

with each other

. “Last Mile”

This térm refers to the por-
tion of eable thar connects
a ‘user’s home'or office to
the nearest local telephone
exchange or Internet ser-
vice provider (ISP}, Named
from che point of view of
the Web server.
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Recent «LHAFrUYivIs

Agreement with PanAmSat to -
: develop joint satsliite business
‘..2002‘ ? g " Launch of JCSAT-2A
" Planned launch of Horizons-1,
" g satellite jointly owned with
pPanAmSat

X, March
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Message from the Managément

In fiscal 2001, ended March 31, 2002, despite the harsh economic
environment, JSAT posted increased revenues. This growth
enabled us to achieve, for the most part, our planned operating
targets and is primarily due to the trust placed in us by our sarel-
lite service customers and the loyal support of our shareholders
and other stakeholders. At the same time, we are proud that the
sustained efforts of all our directors and employees accomplished

these good results.

Operating Results for Fiscal 2001

Consolidated revenues for fiscal 2001 increased 6.9%, to ¥40,783
million. This mainly reflected steady growth in our satellite broad-
casting services and our international services. Our newly acquired
majority stake in SNET was also a contributing factor. Operating
income rose 1.4%, to ¥11,325 million, and net income

climbed 9.4%, to ¥5,609 million. Shareholder approval

was received at the General Meeting of

Shareholderé, which was held on June 26, 2002,

for the payment of an annual cash dividend of
¥5,000 per share for the year.

Tetsuo Morimoto  ~ Takuya Yoshida
Chairman R Chief Executive Officer
Satellite Industry Developments
Currently, the satellite communications and broadcasting industries are faced with three dominant trends—
globalization, digitization and the advent of broadband services. At the same time, strategic alliances are
increasing and the pace of industry consolidation on a worldwide scale is accelerating. _
In july 2001, JSAT and PanAmSat, the United States’ largest satellite service provider, established'
Horizons Satellite as a 50:50 joint venture. In December 2002, or shortly thereafter, we plan to launch a
jointly owned satellite, Horizons-1, into the 127 degree West orbital slot. Through this strategic partnership,
we plan to compete in the North American satellite communications market, as well as target the internation-
al communications market linking Japan, the rest of Asia and North America. JSAT will also become the first
Asian satellite operator to own an interest in a satellite covering North America.
The advance of digital technology is substantially reducing traditionally high user costs in the s‘atellite
communications industry. Such innovations as bandwidth sharing and data multiplexing mean satellites are
now used in many commonplace situations. In addition to such conventional applications as B2B data
networks, distance learning prografns and video transmission, we are now seeing the emergence of a versatile

range of new applications, as typified by multimedia content distribution to restaurant chains across Japan.




B 'netl.\lllorks;the switch to digital technology is gathering momentum worldwide. In addition to our existing
satelhte broadcastmg services that use JCSAT-3 and JCSAT-4A, in May 2002 JSAT commenced a new

broadcaszmg semce usmg ]CSAT-I 10, which has been placed in the 110 degree East orbital slot. JSAT is also

currently evaluatmg the opportumnes in satellite-based digital content distribution 1o CATV operators. By

hamessmg the potential of JSAT s mfrastrucrure, CATYV nerworks may be able to substantially reduce the

& costs involved in the changeover 0 d1g1tal technology.

f In terrestnal commumcatxons nerwor.ks the broadband era is accelerating the spread of new services based

on vsuch hlgh -speed, hlgh-volume tcCl’anlOglCS as fiber optics and digiral subscriber lines (DSL). However, the

large mvestments required to l)U.lld such infrastructure represent a major hurdle Satellites can play an impor-

: tam: fole i m overccmmg such problems ehrough VSAT systems and other technologies, which offer less costly
olunvons o bndgmg the dlgltal d.lVldC m regions poorly served by terrestrial infrastrucrure. JSAT can also

. érowdc solutxons that 1 mtegrate c)nstmg terrestnal networks with satellite-based technology. In 2001, we were

& mvolved m a range of pI’OJCCtS auned at explomng the infrastructural potential of satellite communications.

“Th‘cse included JSAT’s successful development of a VSAT system that uses a 45cm ultracompact parabolic
antenna a.nd participation in government -sponsored testing of porential “digiral divide” solutions.

‘ By predxctmg furure 1ndustry \ ends and’ seizing new business opportunmes as they arise, JSAT will con-

tmue searchmg for ways 0 extend 1ts busmess domain.

| _’I‘mple_mentati‘on of th"e Medium-Term Management Plan
- In May 2001, we announeed olu‘r.‘Mediu_rn-Term Management Plan based on our new corporate slogan,

i .“J"S‘AT' Expanding Horizons.” ’l"he Plan runs from the fiscal year ended March 31, 2002, to the fiscal year

end.mg March 31, 2004. Below are some of the highlights of the Plan’s first year of implementation:
* Purchase of additional shares in SKY Perfect Communications

, Estabhshment of a satellite joint venture with PanAmSat

B Acquisition of 2 67% stake in SNET, which became a subsidiary

A Successful launch of ]CSAT-ZA_

In addition to these milestones, we nle currently pursuing the following projects:

* Expansion of the new broadeaeting service using JCSAT-110
* Sales and marketing acuvmes for the Honzons Sarellite business in cooperation with PanAmSat

-* Planning for the rollout of dlgxtal content distribution to CATV operators

- Outlook for Fiscal 2002

In fiscal 2002, ending March 31, 2003, we expect the following factors to contribute to revenues:

. * SNETs first full year of consolidation
* In relecommunications business services, higher revenues from international services that use JCSAT-2A

* A revenue increase in satellite broadcasting services due to the commencement of the broadcasting service

using JCSAT-110
i “* Acquisition of addluonal interests in N STARa and N-STARb from NTT East Corporation and NTT

West Corporation




In line with the above factors, we project that total
revenues for fiscal 2002 will be ¥43,700 million, up 7.2%
from fiscal 2001. We expect operating expenses to
increase, principally due to a rise in costs related to the
service commencement of JCSAT-110. However, as a
result of an expected decrease in other expenses including
interest expenses, we forecast that net income will be

¥6,000 million, up 7.0% from fiscal 2001.

New Corporate Governance Structure
JSAT’s three core management principles are maximizing
corporate value, customer satisfaction and shareholder sat-
isfaction. In line with these principles, the General
Meeting of Shareholders, held on June 26, 2002,
approved the following new system of corporate
governance:

1. The Board of Directors appoints and delegates authori-
ty to the Chief Executive Officer (CEO), Chief
Operating Officer (COO) and Chief Administrative
Officer (CAO) as the Company’s three Representative

Directors. The Board of Directors functions as the basic

Yoshihiro Imai ‘ Yoshio Miwa

authoritative and decision-making body for
Chief Operating Officer Chief Administrative Officer

management, chaired by the CEO.

2. A Management Committee, chaired by the COO, has Tetsuo Morimoto Taluya Yoshida
been newly established to carry out the management Chairman Cbitf_Executiw Offcer
functions delegated to it by the Board of Directors.

3. The standard term of office for board members has
been chianged from two years to one year, and the mission and responsibilities of each member of senior
management have been clearly defined. Takuya Yoshida (previously President and CEQ) has been appoint-
ed CEQ, Yoshihiro Imai (previously Executive Vice President) has been appointed COOQ and Yoshio Miwa

(previously Executive Vice President) has been appointed CAQ.

As information technology (IT) becomes further entrenched in our everyday lives and information flows
become more globalized, we believe the potential for satellite communications will continue to expand. Under
its new management structure, JSAT will devote its utmost efforts to the successful implementation of its

Medium-Term Management Plan. We look forward to your continued support in these endeavors.

July 2002 q |

Tetsuo Morimoto Takuya Yoshida
Chasrman Chief Executive Officer
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A year has now passed since the formulation
of your current Medium-Term Management
Plan. Please discuss the progress of the Plan’s

implementation and your personal assessment

of JSAT’s performance.

Yoshida: Under our corporate slogan, “JSAT,
Expanding Horizons,” we are not just selling
transponder capacity, the traditional satellite busi-
ness model, burt also using our satellites as the core
of new and e);panded services. This is being carried
out based on the Medium-Term Management
Plan that will run for three years to March 2004.
For fiscal 2001, we met nearly all of our operating
targets set under the plan, achicving both increased
revenues and higher net income. We have brought
to fruition an array of projects that focus on the
future under the motto, “forge a solid foundation
and pave the way to the future.”

Looking at each of our main strategies separate-
ly, to promote value-added businesses we view the

convergence of telecommunications and broadcast-

ing as a key strategic opportunity. For this reason,

Perfect Communications, both from an operational
perspective and through an increased equity stake.
We also commenced a new broadcasting service
using JCSAT-110 in May 2002 and expect this to
contribute to results for the current fiscal year.

To deliver total solutions, in August 2001 we
acquired a majority stake in SNET, a Type I
telecommunications carrier and Japan’s largest
provider of satellite uplink services for broadcasting
and communications. We also fook part in joint |
testing of potential solutions to the “digital divide”
problem for remote islands and mountainous
regions, sponsored by related government agencies.

To develop a global reach and expand our infra-
structure, in 2001 we formed an agreement with
PanAmSat to develop a joint satellite business in
North America. The joint venture plans to launch a
new satellite; Horizons-1, into the 127 degree West
geostationary orbital slot in December 2002 or
shortly thereafter. In March 2002, we launched .
JCSAT-2A as the successor to JCSAT-2. The new
satellite carries a payload of 16 Ku-band and 16
C-band transponders, and will pave the way for a
major expansion of our international services.

In line with the Medium-Term Managément
Plan, all our key projects are now under way.
However, JSAT’s ability to keep growing in the
future will depend not on linear growth based on
our current business model but on whether we can
move up a gear and create profitable new business-
es. We cannot simply head directly toward a prede-
termined objective; we must be dynamic in our
way of thinking and in action. My personal
mission for the current year is to ensure the Plan
progresses satisfactorily, while, at the same time,
put in placé the structure necessary to achieve sus-

tainable future growth.




Eevenues from JSAT s satellite broadcasting
services weve solid in fiscal 2001, reaching ¥18

billion. Can you sustain this level of growtb n

the future?

Yoshida: In fiscal 2001, our existing broadcasting
services, which use satellites in the 124/128 degree
East orbital slots, achieved revenue growth mainly
based on increases from the four-annual-step tariff,
paid by licensed broadcasters under long-term con-
tract. The total number of licensed broadcasters
using the existing DTH platform declined slighdy
owing to industry consolidation and the withdrawal
of some operators, but from October 2001 some of
the newly licensed broadcasters that were approved
by the MPHPT in September 2001 began broadcast-
ing. We expect to see a certain level of churn in the
licensed broadcaster area, but overall we have a posi-
tive outlook for this market. One important reason
for this view is the impact of deregulation, including
the implementation of the Law Concerning
Broadcast on Telecommunications Services. This has
simplified the license application procedure for new
broadcasters on existing digital communications
satellite services, while restrictions on foreign capital
have been abolished and transponder usage
limitations have been relaxed.

From May 2002, we commenced our new
. broadcasting service using JCSAT-110, for which
licensed broadcasters can choose either a fixed-rate
tariff plan or a variable-type tariff plan. The vari-
able-type tariff plan combines a minimum month-
ly charge with a total subscriber-linked fee, making
it easier for newly licensed broadcasters to enter the
communications satellite market and giving JSAT
the opportunity to earn higher revenues in the
future as the number of subscribers increases.

SKY PerfecTV! has been steadily increasing its

subscriber base through a range of strategies,

including acquiring the broadcast rights for the
2002 FIFA World Cup™ and conducting other
sales promotion activities. We believe these efforts
will bear fruit. In addition to increasing our equity
stake in SKY Perfect Communications, we are also
strengthening our cooperative relationship through
the joint development of communications services.
We are fully committed to further broadening this
strategic partnership as part of our business expan-

sion plans.

P lease outline the differences between CS110

broadcasting services and the existing broadcast-

ing services that use satellites in the 124/128

degree East orbital slots.

Yoshida: The existing 124/128-based services use
abour 36 transponders to broadcast roughly 280
channels. Wich these services we are able to cater to
a wide range of subscriber needs with programs |
covering a variety of specialized interests as well as
a selection of pay-per-view programming. For sub-
scribers, the major advantage of CS110, which
kicked off in July 2002, is being able to use the
same STB for both CS110 and digital BS services.
For this reason, we see the existing audience for
digital BS as a potential subscriber base for CS110.
The number of transponders for CS110 is 12,
much lower than we use for 124/128 services, so
CS110 will be likely focused on content with mass
appeal. In addition, by using an STB in conjunc-
tion with an internal hard disk drive (HDD) sub-
scribers will be able to easily store programs,
enjoying highly sophisticated value-added services
thar utilize the television set as an interactive termi-
nal for shopping or games.

Sometimes we are asked whether the new
CS110 service might not cannibalize the existing

124/128 platform’s licensed broadcaster and
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case as the two platforms each have their own par-
ticular strengths and characteristic; and because
there are already 3.2 million subscribers to
124/128-based services in Japan. JSAT intends to
expand services to the 124/128 platform and
CS110, which we believe will significantly improve
the growth potential of our satellite broadcasting

services.

Revenues from domestic telecommunications
business services declined in fiscal 2001. How do
you plan to deal with this? Also, with falling
costs and the move to broadband in terrestrial
networks, how will satellite communications

compete in this environment?

Yoshida: To deal with the first part of the
question, the weak domestic economy has led to
some of our larger customers reducing their
transponder usage and also caused a drop in
volume for our part-time dedicated services.
However, to make up for these kinds of revenue
fluctuations we are developing new applications
thart exploit the advantages of satellite communica-
tions for multicasting high volumes of data over a
wide geographical area. New applications, such as
content distribution to tabletop terminals installed
at restaurant chains across Japan and SKY PerfecTV/
Telecom Service, have been spawned. In fiscal
2001, we also took a controlling stake in SNET,
which has considerable know-how in satellite com-
munications-related services. We intend to take
advantage of this by offering customers one-stop
shop solutions. Apart from those things I have
already mentioned, there are several other areas in
which we are pursuing promising opportunities.

These include content distribution for CATV

operators and VSAT systems. We have only just

aﬁvantages of sarellites and can look forward to real
growth as a telecommunications carrier. (Please
refer to the Special Features section of this annual
report for more details about our services.)

As for the second part of your question, terres-
trial telecommunications networks have certainly
achieved increased speed and volume and reduced
costs thanks to the spread of fiber optics and DSL*,
However, if you consider one-to-many multicasting
applications, involving simultaneous distribution to
thousands or millions of points, or network integri-
ty in emergency situations, for example following
an earthquake, then satellite nerworks enjoy huge
advantages and efficiencies. In Asia, satellites have
already been used as an efficient tool for Internet
backbone nerworks and video transmission. In the
broadband era, rather than competition berween
terrestrial and satellite networks, I chink each will
find their own niche based on their particular
strengths. In that sense, the role of satellite commu-

nications is certainly going to expand.

*DSL: Using a traditional telephone subscriber line, or twisted pair of
copper wires, this is a type of digital technology that enables high-speed

daca transfer via a special modem.

] SAT’s telecommunications carrier services for
the NTT Group account for around 20% of rev-
enues, making them a significant part of your
business. Please give some background on your

relationship with the NTT Group.

Yoshida: We have a very close relationship with the
NTT Group. In 1998, JSAT and the NTT Group
established NTTSC as a joint venture to provide
intranet services to corporate customers, In 2000,
JSAT purchased 60% interests in the N-STARa and
N-STARD satellites from NTT Communications

and acquired 10% additional interests in both




satellites from NTT East and NTT West in July
2002. These satellites are used to provide a range of
telecommunications carrier services, including as a
part of the NTT Group’s telecommunications net-
work. They acr as a backup when terrestrial circuits
become overloaded, as telecommunications links to
remote islands and as part of the NTT Group’s
disaster contingency planning. Our telecommuni-
cations carrier services, based on long-term
contracts with the NTT Group, represent a stable
revenue source for JSAT. By combining the NTT
Group’s know-how as a network solution provider
and JSAT’s satellite communications technology,
there is a strong likelihood we will develop new
joint businesses in the future. We therefore wish to
continue reinforcing our relationship with the

NTT Group.

} SAT's strategy of expanding its infrastructure
seems to be progressing well. To date we have

- seen the launch of JCSAT-24 and preparations
are well under way for the launch of Horizons-1.
What are some specific services you plar to offer
using this extva infrastructurve and what future

developments do you envisage for JSAT?

Yoshida: In addition to better infrastructure—
launching more powerful and more sophisticated
satellites, using hybrid band satellites and utilizing
new orbital slots—that will meet the ever-increasing
demand for international transmission capacity, we
have made the expansion of international services a
key part of our Medium-Term Management Plan.
As JCSAT-2A carries a payload of 16 C-band
transponders that cover the greater Asia-Pacific
region—Asia, Oceania and Hawaii—sales have
started strongly. The two major usage areas we
anticipate for this satellite are for use with data

networks, such as Internet backbone networks

22

both within Asia and between Asia and the United
States, and video transmissions to the Asia-Oceania
region by U.S. companies.

North American sales activities are already
under way—through our subsidiary JII, whose
office is in Los Angeles—for Horizons-1. In North
America, there is strong demand for video distribu-
tion services to CATV nerworks, which we are
endeavoring to meet. Horizons-1 will give us cov-
erage on the North America~Hawaii transmission
route, so we plan to become more aggressive in
marketing and sales for video transmission and co-
porate telecommunications services between North

America and Japan/Asia.

Ee September 11 terrorist attacks in the
United States have caused a rise in insurance
premiums in the world aerospace market. Do

you expect this to have an impact on earnings?

Yoshida: Following the September 11 terrorist
attacks, it is true that the number of underwriters
from whom insurance is available has decreased,
leading to higher premiums. In addition, other
satellite operators have experienced problems in
some Boeing 601 satellites, particularly related to
the failure of spacecraft control processors (SCPs),
which are a part of the sazellite’s computer
system. This has meant insurers now commonly
exclude risks related to SCPs in the insurance
policies they offer.

In fiscal 2001, our in-orbit insurance premiums
totaled ¥1.8 billion. We expect this to rise by sev-
eral hundred million yen in the current fiscal year.
However, at the same time our satellite fleet’s book
value will gradually decline, so we do not expect
the rise in insurance expenses to have a significant

impact on operating results.
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ceeds of the convertible bonds that JSAT issued
in April 2002.

Yoshida: We raised ¥20 billion through the issue
of Zero-Coupon Euro-Yen Convertible Bonds,
which become due in 2007. The proceeds will be
used to fund future satellite purchases, strategic
investments related to the expansion of JSAT’s
business and to meet increased working capital

requirements.

.l;z June 2002, JSAT’s General Meeting of
Shareholders approved a stock repurchase.

Please explain your strategy.

Yoshida: To take advantage of amendments to the
Japanese Commercial Code that relaxed restrictions
on the acquisition of treasury stock, we sought and
received shareholder approval to acquire up to 6,000
shares of treasury stock, or 1.57% of JSAT’s total
ourstanding shares. The aggregate value of shares to

be acquired is up to ¥4.5 billion. We believe that

this move will give us greater flexibility in our finan-

cial strategy and allow us to respond appropriately to

changes in the operating environment.

I;z evaluating JSAT’s competitive position and
performance you are often compared with over-
seas satellite operators. What significant compet-
itive advantages and points of differentiation

does JSAT have to offer?

_ Yoshida: It is true that JSAT is often compared with

overseas satellite operacors that provide the same kind
of fixed satellite services (FSS). However, JSAT is dif-
ferent. Telecommunications and broadcasting are

both major drivers of our business, so we are not

exclusively dependent on either one. Having strong

the NTT Group for telecommunications and SKY
PerfecTV! for broadcasting—is a significant competi-
tive advantage when compared with other operators
around the world. In actual fact, the synergies that
exist between the telecommunications and broadcast-
ing sides is enabling us to create new businesses—
SKY PerfecTV/ Telecom Service, which uses the
SKY PerfecTV/ transmission platform, is one such

case. We do not yet have a long track record on the

" international stage, but the recently launched

JCSAT-2A and planned launch of Horizons-1 show
that we are now taking concrete steps 1o develop a
global reach. We certainly expect to continue this
expansion process.

In business, itis vital to establish and maintain a
“winning mindset” and prevent management from
becoming too defensive. Up to now, JSAT has
grown by sustaining such a winning mindset. The
next stage involves shifting management’s focus from
being “Asia’s largest satellite operator” to “building

one of the world’s leading satellite companies.”
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Main Subsidiaries and Affriitates

{As of July 2002)

45AT

Equity stake: 67.00%

Equity stake: 100.00%

Sateliite Network, Inc.

1 11

JSAT International Inc. |

|

Equity stake: 50.00%

[ Horizons Satellite LLC 1

Equity stake: 35.94%

]

Equity stake: 20.00%

{ NTT Sateliite Communications Inc. | (

Pay Per View Japan, inc.

[ subsidiary
J 2] Affiiated company

Management
(As of July 2002)
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Tetsuo Morimoto
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Akiyo Nozue
Tadashi Shijima
Koichi Narikawa

Tamotsu Iba*
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Executive Officers

Takuya Yoshida
Chief Executive Officer

Yoshihiro Imai
Chief Operating Officer

Yoshio Miwa
Chief Administrative Officer

Yoshiro Aisaka
Senior Executive Officer,
Strategic Planning &

Administration Group

Masanori Akiyama

Senior Executive Officer,
Global Business Development
Group

Takehiko Kinoshita
Senior Executive Officer,

Administration Group

Yutaka Nagai
Senior Executive Officer,

Business Development Group

Naoshi Suzuki
Executive Officer,
Network Management Group

Kiyoaki Fujimote
Executive Officer,
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Yoichi lizuka
Executive Officer,
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Yasue Okuyama

Executive Officer,

Global Business Development
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e ]SAT Cor;;ovl-'ation and Subsidiaries

Years Ended March 31, 1998, 1999, 2000, 2001 and 2002

Millions of Yen

‘Number of satellites

1998 1999 2000 2001 2002
Operating results u
Revenues .. ¥ 21,984 ¥ 24,384 ¥ 26986 ¥ 38,160 ¥ 40,783
* Operating expenses 17,390 17,858 19,296 26990 29,458
< Operating income 4,594 6,526 7,691 11,171 11,325
7 'Net income 11,444 1,947 2,697 5,125. 5,609
.. Financial position R | | |
* Total assets ¥110,235  ¥110,899  ¥140,100  ¥169,640 ¥163,432
' Current assets . 6017 - 11971 9320 27313 17,408
* Net property and equipment 95,478 93,602 - 121,218 121,630 121,300
Current liabilities 22,722 12,595 20,635 23,431 20,972 ‘
- Long-term liabilities 70,249 79,052 64,454 - 50,325 44,979
Total shareholders’ equity - , 17263 19,252 55,012 95,884 96,907
Cash flows ' ‘ : . ‘
.. Net cash provided by operating activities ¥ 12,450 ¥ 10,756 ¥ 15,678 ¥'22,728 ¥ 19,930
* Net cash used in investing activities ' (21,432) (12,533) (39,080) (26,602) (16,140)
~ Net cash provided by (used in) financing activities 10,649 3,657 20,333 - 9,579 (9,590) -
Other data : _ : - :

- EBITDA _ ¥ 12,975 ¥ 16,693 ¥ 17,977 ¥ 27,024 ¥ 27,963
Shareholders’ equity to total assets (%) 15.7% 1 17.4% 39.3% 56.5% 59.3% ..
‘Number of shares outstanding - 550,000 550,509 338,154.5_ 383,154.5 383,154.5

4 5 7 8 8
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Management’s Discussion and Analysis of Operations

Dverview

JSAT Corporation posted solid revenue growth as a result of
increased revenues from long-term step-up type tariff contracts
in satellite broadcasting services and greater capacity demand in
international telecommunications services, particularly in Asia-
Pacific region. However, changing market conditions led some
customers to reduce transponder usage, evidence of certain weak
areas within a generally favorable operating environment.

On a consolidated basis, revenues for fiscal 2001 rose 6.9%, to
¥40,783 million and operating income increased 1.4%, to
¥11,325 million. Net income advanced 9.4%, to ¥5,609 million.

JSAT focuses on earnings before interest, tax, depreciation
and amortization (EBITDA) as one of its key management
indicators. This is due to the globally competitive nature of
the satellite communications industry, in which international
deregulation and rising demand has encouraged the increasing
use of global-scale mergers and acquisitions (M&¢A) to achieve
business expansion. A

In addition, return on equity (ROE) is used as a guide to
growth in shareholder value, while operating cash flows and
free cash flows are also used as important measures of perfor-
mance due to their strong impact on overall financial perfor-
mance. In fiscal 2001, EBITDA increased 3.5%, to ¥27,963
million and ROE was 5.8%, compared to 6.8% for the previ-

ous fiscal year.

Sigmﬁcam Evenis Affecting Operating
Resulls and Financial Position

* Acquisition of a Controlling Interest in Savellite Nexwork, Inc.
On August 1, 2001, JSAT acquired, from existing sharehold-

“ers, 67% of the shares of Satellite Network, Inc. (SNET), a

Type II telecommunications carrier and Japan’s largest
provider of satellite communications and broadcasting
services. The capital tie-up was undertaken with the aim of . v

shifting JSAT’s sales focus from simply offering transponder

_ capacity to providing a range of application-based services

catering to marker needs. As a subsidiary, SNET is poised to |
play a significant role in JSAT’s growth strategy of delivering
total solutions, one of the pillars of our Medium-Term

Management Plan.

© Development of a Joint Satellite Business in North America

with PanAmSar Corporation '
In the satellite communications industry, there was an increas-
ing trend toward capital tie-ups and consolidation among
overseas satellite operators. In July 2001, JSAT formed an
agreement with PanAmSat Corporation, the United States’
largest satellite communications carrier, to jointly develop a
satellite business in North America. To facilitate its move into -
the U.S. market, JSAT established JSAT International Inc. .
(JI1), a wholly owned subsidiary which is registered in

Operating Income EBITDA and Shareholders’ Equity and 3
EBITDA Margin Shareholders’ Equity tc Total Assets
(Millions of yen) (Millions of yen) : (%) {Millions of yen) (%)
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3 ;mSat, Horizons Satellite LLC. JSAT and PanAmSar also
:a{greed to jointly purcha.se a Boeing 601HP satellice. We plan
o launch the new satellice into the 127 degree West O['bltal
slotin December 2002 or shortly thereafter and use.it to com-
: .pete in the North American satellite communications market,

+ ¢ 25 well as target the international communications market

“gy will enable us to expand our business beyond Japan and the
rest of Asia to include the North American marker. JII will
function as an important base for the development of JSAT’s .
“sales of satellite communications services in North Ajnérica_

+ and for cultivating new businesses.

) .' Irzdumy Deregulation

. During December 2001 and January 2002, the Ministry of

-’ Public Management, Home Affairs, Posts and '
;Télecommunications (MPHPT) implerhcnted a series of

' ‘dercgulatory measures relating to the telecommunications and
" broadcasting industries in Japan. One of these was an

announcement on December 26, 2001, regarding guidelines

for the classification of communications and broadcasting.

* Under these guidelines, the MPHPT added some new classes

announced by the former Ministry of Posts and
Telecommunications (MPT) on December 18, 1997. The.
- new guidelines set clear and specific standards, creating the

potential to enlarge the scope of new services involving com-

~ munications sarellites,
GE On January 28, 2002, the Law Concerning Broadcast on
i Telecommunications Services came into effect. Through this

law, which allows broadcast services via telecommunications

* networks, the license application procedure for digital
communications satellite broadcast services has been simpli-
fied, restrictions on foreign capital have been abolished and
transponder usage limitations have been relaxed, making it 3
easier for corporations from other sectors to enter the broad-
casting business. This deregulation opens the way for JSAT to
increase the number of transponders available for broadcast

" use. (Note: this new law does not apply to 110 CS broadcast-

ing services or BS broadcasting services.)

linking Japan, the rest of Asia and North America. This strate-

relating to intermediate satellite-based services to those already -

On March 29, 2002, JCSAT-2A was launched by an Ariane
44L launch vehicle. This communications satellite
commenced services from the 154 degree East orbital slot on
May 10, 2002, as the successor to JCSAT-2. In addition to a
payload of high-powered Ku-band transponders that serve the
domestic communications market, JSAT plans to utilize
JCSAT-2A’s payload of C-band transponders to offer interna-
tional communications services covering the Asia-Pacific

region from Hawaii to Asia and Oceania,

. Acquisition of Additional Shares in SKY Perj‘}cr _

Communications Inc.

In July 2001, JSAT acquired addmonal shares in SKY Perfect

Communications Inc., making it that company’s fifth- largest : o

shareholder with a 7.01% stake. To take the initiative in an - o

operating environment characterized by rapid change— -

including the ongoing convergence of telecommunications -

and broadcasnng—]SAT is striving to reinforce i its key strate- :

gic relationships. For example, the Company is promoting the a

development of high-value-added businesses, including the
expansion of communications services using the SKY . .~
PerfecTV! platform. o

Resuits of Opevaiions

Fiscal 2001 Compared with Fiscal 2000

Revenues

JSAT presents its financial statements based on a single busi- =
ness segment, that is, the provision of satellite transponder
capaciry on satellites owned by the Company to various cus- . * "

tomers. However, to facilitate efficient and effective manage-

ment, revenue information is broken down into three main
services and analyzed according to customer and type of ser-

vice provided.

In fiscal 2001, ended March 31, 2002, owing to generally '

solid results in each category, JSAT posted consolidated rev-
enues of ¥40,783 million, up 6.9% compared with fiscal
2000, ended March 31, 2001.

* Telecommunicasions Business Services
Revenues in telecommunications business services are mainly

derived from the provision of full-time and occasional satellite

b
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transponder capacity to companies, government agencies,
educational institutions and other customers, primarily for
their internal telecommunications networks.

Consolidated revenues increased 10.2%, to ¥12;976 mil-

lion. Major factors contributing to the revenue increase were:

(1) the purchase of a majority stake in SNET; and (2) growth

in internacional services, including video transmission services
and the provision of Internet backbone capacity in the Asian

region. During fiscal 2001, some telecommunications

- business services were adversely affected by the prolonged eco-

nomic slump, as well as by the downward pressure on prices
in terrestrial networks. Certain major customers reduced
usage volumes, leading to declines in revenues in some cate-
gories. However, several new applications were introduced,

~ including content distribution to multimedia terminals

installed at restaurant chains across Japan and other locations.

o Satellite Broadcasting Services v
Revenues in satellite broadcasting services are mainly derived
fro}rrvl multi-channel digital broadcasting services provided to
licensed broadcasters using the SKY PerfecTV! platform.
"Consolidated revenues rose 6.5%, to>¥18,000 million. -
Contributing significantly to this increase was the growth in
the four-annual-step tariff (rising annually for the first four
years before leveling off) paid by broadcasters under long-term
contract. Another factor was the commencement of services
by some of the 14 newly licensed broadcasters (12 companies
providing 16 standard television channels and two companies
providing three data channels) that were approved by the
MPHPT in September 2001. However, the total number of
licensed broadcasters using the SKY PecfecTV! platform
declined slightly owing to industry consolidation and the

withdrawal of some operators.

e Telecommunications Carrier Services

Revenues in telecommunications carrier services are mainly

derived from the provision of transponder capacity to the NTT

Group as part of their telecommunications networks.
Consolidated revenues decreased 2.1%, to ¥8,732 million.

Revenues based on long-term contracts with the NTT Group,

which was reorganized in March 2000, were steady, but a

decline was recorded this fiscal year owing to the termination

of some contracts that entered into prior to March 2000.

* Others .

Other revenues, on a consolidated basis, increased 91.7%, to
¥1,074 million. In addition to ongoing revenues from satellite
control services pfovided to the NTT Group, new revenue
sources—including joint research projects relating to “bridging -

the digital divide”—also helped boost revenues in other services.

Operating Expenses

Operating expenses increased 9.1%, to ¥29,458 million. Asa.

proportion of revenues, operating expenses rose 1.5 percent--.

age points, to 72.2%. I ’
Cost of services climbed 20.8%, to ¥7,850 million. Cost of .

services mainly consists of uplink costs for SKY PerfecTV/ b;oad-' ,

casts and some telecommunications business services, in-orbit -

insurance and satellite operation costs. Uplink costs rose 9.7%, to .

' ¥3,049 million, mainly due to the growth in satellite broadcast-

ing services, while in-orbit insurance premiums increased 6.2%, ‘
to ¥i,896 million. Cost of services was also pushed up by the
inclusion of newly consolidated subsidiary, SNET..

Sales and marketing eicpenses, which mainly represcnt‘ ‘
advertising and promotional expenses, declined 5.9%, to
¥2,023 million.

Depreciation and amortization expenses grew 6.8%, to
¥16,476 million, mainly owing to the first full year of depre-
ciation incurred on JCSAT-110, which was launched in
October 2000; adjustments to the estimated useful life of cer-
tain other communications satellites; and the inclusion of
SNET in consolidation. | _

General and administrative expenses rose 15.8%, to ¥2,897
million. This was mainly due to an increase in personnel
expenses accompanying growth in the number of erhployees,
as well as higher rent expenses following the relocation of our .
headquarters in December 2001. _:

As a result of the above-mentioned changes in revenues
and operating expenses, operating income grew 1.4%, to

¥11,325 million.

Other Income (Expenses)

Interest expenses decreased 22.4%, to ¥1,388 million, owing

to repayments of long-term debt on and ahead of schedule.
Equity in losses of affiliated companies declined 72.6%, to

¥244 million, mainly due to reduced losses at the Group’s

affiliate NTT Satellite Communications Inc. (NTTSC).




. :a ¥36 million loss on sale of investments—net, compared
'w_i‘th'an ¥842 million gain in the previous year, and other fac-
“tors. Other factors included ¥233 million in oFﬁce relocation

. cost and a ¥295 million loss on write-down of investments.

: Income Taxes

- The effective tax rate dechned 3.5 percentage pomts, to-

D ‘ 43.6%. This was mainly due to lower equn:y in losscs of affili-

' ated compames

.. Net Income and Comprehensive Income

" From this fiscal year, JSAT’s financial accounts include two

- sxdlanes totaled ¥24 mxlhon.
. Net income climbed 9.4%, to ¥5,609 mxlhon, and net
‘_ income per share of common stock roseﬁS.O%, to ¥14,639.

-~ During the period under review, there was no dilution of net

" common stock was ¥13,937 and dxluted net income per share

of common stock was ¥13, 935

S The market value of equity securities held by ]SAT in
v * .SKY Perfect Communications, at March 31, 2002, was signif-
icantly lower than at March 31, 2001. This, and other factors,

led to unrealized holding losses arising during the period of

i  ¥1,497 million. Other comprehensive income, net of tax,

' included foreign currency translation adjustmentsv of ¥184
million related to the newly established consolidated
subsidiary, JIL. _

‘ " Asa result of the above faotors, comprehensive income for
" fiscal 2001 rotaled ¥4,314 million, compared with ¥10,971

" million for the previous period.

" consolidated subsidiaries. Minority interests in income of sub-

n -': income per share. In fiscal 2000, basic net income per share of

Providing an appropriate return to shareholders is seen as an

important issue by JSAT’s management. The Company paid

‘an annual cash dividend of ¥5,000 per share apphcable to fis-

- cal 2001. With the ovcral_l aim of maximizing shareholder

value, JSAT will pursue a dividend policy in accordance with
the maintenance of a solid financial base and the promotion

of aggressive expansion of the business through the use of

retained earnings. The Company seeks to maintain long-term -

- stability in the level of future dividend payments, whxle also

. closely hnkmg dlvxdends to operatxng results.

" Stock quuldxty

On August 21, 2001,.the common stock of]SAT was dCSIg- Lo

* nared by the Tokyo Stock Exchange as eligible for margin

trading and stock lendmg and borrowing. This measure was .

implemented on September 3,2001.
Raising the tmdlng hquldxry of JSAT’s stock and broad—

- ening the Company’s shareholder base are important manage- .

ment objectives. On an ongoing basis, management will

. carefully consider—in conjunction with a variety of factors,-

" including operating results and marker conditions—the full

i

" range of options available to help the Company meet these

objecuves, before formulatmg a strategy.

Fiscal 2000 Compared with Fiscal 1999

Revenues
Revenues increased 41. 4%, to ¥38, 160 million in fiscal 2000
ended March 31, 2001, from ¥26,986 million in fiscal 1999,

ended March 31, 2000, due to increases in all service categories. - N

Operating Expenses Interest Expenses Net Income
(Miions of yen) (Millions of yen) » (Millions of yen) ‘
30,000 -+ 2,500; 6,000, T
-~ 20,000 4000 -
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o et slghilicant contributor was the firse )] year of

revenues from the two N-STAR satellites, a majority interest jn -

which was purchased from NTT Communications Corporation
in March 2000. Revenue growth was also artributable to the
increase in the utilization of services, such as satellite broadcast. -

ing services, data-distribution services and international services.

* Telecommunications Business Services

Revenues from telecommunications business services increased
15.7%, t0 ¥11,777 million in fiscal 2000, compared to ¥10,182
million in fiscal 1999. Although transponder capacity usage
declined on 2 per-customer basis, the effect of this decline was off.
set by an increase in the number of customers using these ser-

vices.

° Satellite Broadcasting Services

Revenues from satellire broadcasting services increased 19.4%,
to ¥16,900 million in fiscal 2000, compared to ¥14,152 million
in fiscal 1999, This growth was primarily due to higher service
fees earned under the four-annual-stcp tariff system and the
increase in the number of channels being broadcast through the
SKY PerfecTV? platform, mostly as a result of Direct TV

-Japan’s termination of services in September 2000,

* Telecommunications Carrier Services

Revenues from telecommunications carrier services increased

245.9%, to ¥8,923 million for fiscal 2000, from ¥2,579 million

in fiscal 1999 dye primarily to revenues recejved from the two
-STAR satellites.

Operating Expenses

In fiscal 2000, JSAT’s cost of services increased 58.0%, to
¥6,500 million, from ¥4,113 million in fiscal 1999, This
increase was due primarily to increases jn uplink service fees paid
t0 SKY PerfecTV and in-orbir insurance, one of the largest sin-
gle costs of satellite Operating expenses.

In fiscal 2000, sales and marketing expenses declined 33.7%,
to ¥2,150 million, from ¥3,244 million in fiscal 1999, The
decline was primarily due to a decrease in marketing expenses
resulting from the termination of JSAT’s obligation to pay mar-
keting assistance fees 1o jts principal shareholders.

In fiscal 2000, depreciation and amortization expenses
increased 51.7%, to ¥15,420 million, from ¥10,167 million in
fiscal 1999. This was primarily attributable to the purchase of

two N-STAR sarellies, N-STARa and N-STARb, in March
2000 and the depreciation of JCSAT-110.

General and administrative expenses increased 49.19%, o
¥2,501 million in fiscal 2000, from ¥1,677 million in fiscal
1999. This was mainly due to an increase jn the number of
employees, related expenses and expenses in respect of JSAT’s
initial public offering (IPO),

In fiscal 2000, loss on property and equipment increased
343.8%, to ¥418 million, from ¥94 million in fiscal 1999. Thi
was mainly due to losses on the disposal of telecommunications

equipment and impairment losses on land.

Other Income (Expenses)

Interest expenses decreased 16.3%, to ¥1,788 million for fiscal -
2000, from ¥2,135 million for fiscal 1999. This decrease was
due to the repayment of long-term debr in fiscal 2000 from the
proceeds of the August 2000 PO, - :

Equity in losses of affiliated companies decreased 26.6%, to
¥889 million for fiscal 2000, from ¥1,211 million for fiscal
1999. This decrease was primarily due to losses recorded for
NTTSC. :

Other—net decreased 9.7%, to ¥1,201 million for fiscal
2000, from ¥1,331 million for fiscal 1999. This was mainly
due to a decrease in profit on sales of other investments and a
lack of such other extraordinary income as liquidate damages
for the launch delay of JCSAT-4A, which JSAT received du;-
ing fiscal 1999. Other income for fiscal 2000 and 1999
included ¥842 million and ¥1,292 million, respectively, in

proceeds of the sale of other investments.

Income Taxes

In fiscal 2000, the effective tax rate on income before income

taxes was 47.1%. This effective tax rate was higher than the effec-

tive statutory tax rate primarily as a result of the non-recognition

of the tax effect of equity losses of affiliared companies.

Net Income and Comprehensive Income

Income before income raxes increased 70.8%, to ¥9,695
million. In line with the higher earnings, current income raxes
rose to ¥4,639 million, but there was a reversal of ¥68 million in
deferred income taxes. In fiscal l999,vrernaining operating loss
carryforwards were used, resulting in a deferred income tax
expense of ¥1,394 million, Net income rose 90.0%, to ¥5,125

million, and net income per share increased from ¥9,794 to

§
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(As of July 2002)

Equity stake held by JSAT

-, Sateliite Network, Inc. | gisestunieesST00%,
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JSAT International Inc. o avemiseeie: 100.00%
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ANTT Satellite Communications Inc. ‘ gt Eadin 35, 94%

© Pay Per View Japan inc. g ke 20.00%: .
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In addition to the above subsidiaries and affiliated companies, CableSkyNet

" Planning Corporation, which was established in December 2000 as an affili-

ate of JSAT for the purpose of examining the feasibility of digital content dis-

- tribution services for Japanese CATV operators, began liquidation procedures

on May 13, 2002, in accordance with a resolution of that company’s General
Mecting of Shareholders. The aforementioned feasibility study is now being

K undertaken independently by JSAT.

¥13,937. Comprehensive inéome increased frofn ¥4,374 million

to ¥10,971 million as unrealized gams on securities rose to

‘ ¥6,335 rmlhon because of the IPO of SKY Perfect

Communications. "

Liquidity and Capital Resources

- Currently, JSAT operates eight satellites, and most of the
. Company’s revenues are derived from these satellites in the form

of fees for the use of transponder capacity. To maintain and

expand these revenues, it is necessary to replace satellites as they

' near the end of their operational lifetimes, which rangé from

E approximately 11 years to approximately 17 years. Depreciation

of satellites, which are the Company’s main type of fixed

asser, is compured under the straight-line method, using peri-

~ ods that are determined by the expected lifetime of on-board

fuel, until the book value is reduced to zero. Therefore, if che

. Company was able to spread out the investments in its satel-

lite fleet according to the average operational lifetime of its
satellites, the investment cycle would roughly correspond with
the depreciation schedule. That is to say, it would be possible
to meet property and equipment investment requirements
relating to the satellite fleet by alloéating an amount similar
to the depreciation and amortization expense. However, in prac-
tice, the sarellite investment cycle varies according to the dif-
ferent operational lifetime of each satellite, making it
extremely difficult to maintain a balanced investment cycle. In
some fiscal years, the amount of investment required may
exceed depreciation and amortization expense or net cash pro-

vided by operating activities, so the ability to flexibly finance

* such shortfalls is crucial.

and above that which is necessary simply to maintain the exist-

 ing fleet. For example, when existing satellites are replaced,

additional functions or extra capacity may be added to the new
satellites. In addition to augmenting effective free cash flow,
which excludes the cost of maintaining the existing satellite
fleet, the Company is committed to making strategic invest-
ments that will increase its revenue base through flexible
financing activities. At the same time, while uncertainty con-

tinues to hamper the domestic financial sector, it is JSAT’s

. intention to maintain an enhanced level of liquidity.

Based on the above policies, JSAT carried out several major
property and equipment investments, totaling approximately
¥12,369 million, during fiscal 2001. These included additional
investments relating 1o JCSAT-2A, the prepayment of future
satellite launch services, investments relating to Horizons-1 as
part of our joint satellite business development in North |
America with PanAmSat and investments for the expansion of
the Company’s Yokohama Satellice Control Center. The
Company also used approximately ¥5,748 million for the pur-
chase of additional shares in SKY Perfect Communications. On
March 31, 2002, current assets totaled ¥17,408 million, of - ‘
which cash and cash equivalents and current assets used for
short-term investments totaled ¥11,385 million.

Cash flows during fiscal 2001 are summarized below.

Net cash provided by operﬁting activities declined from .
¥22,728 million in the previous term to ¥19,930 million in
the term under review. This decrease was mainly attributable - |
to a decrease in accrued liabilities—taxes on income of ¥2,04§
million compared with an increase in accrued liabilities—

taxes on income of ¥2,177 million in the previous term and

an increase in depreciation and amortization of ¥1,056 mil-

lion, or 6.8%, to ¥16,476 million. Other significant changes -

| included: (1) a provision for doubtful receivables of ¥339 mil-

lion, compared with ¥57 million in the previous term; (2) 2
decline in equity in losses of affiliated companies from ¥889
million to ¥244 million; and (3) a loss on other investments
and other assets—net of ¥330 million compared with a profit -
on other investments and other assets—net of ¥841 million in
the previous term.

Net cash used in investing activities decreased from
¥26,602 million in the previous term to ¥16,140 million in

the term under review. The decrease primarily relared to a
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decrease in short-term loans receivable—net of ¥3,900 million
compared to an increase in short-term loans receivable—net
of ¥5,000 million in the previous term. Payments for invest-
ments in affiliated companies fell from ¥1,329 million to ¥2
million. Net payments for purchases of short-term

investments and other investments increased from ¥3,977

_ million in the previous term to ¥7,557 million. This amount

includes the acquisition of additional shares in SKY Perfect

Communications. The purchase of shares in SNET was

included in the ¥704 million in payments for business acqui- -

sitions, net of cash acquired. Payments for property and

equipment decreased from ¥15,622 million to ¥12,369 mil-

- lion. This amount included ¥4,386 million in part payment

for the purchase of JCSAT-2A, ¥4,293 million in part

‘payment for future sarellite launch services and ¥2,207

million toward the purchase of Horizons-1.
‘Net cash used in financing activities totaled ¥9,590 mil-

lion, compared with net cash provided by financing activities

- of ¥9,579 million in the previous term. This change was

mainly due to the absence of proceeds from issuance of com-
mon stock, which came to ¥29,820 million in the previous
term owing to JSAT’s IPOV.‘ In addition, net repayments of -
short-term and long-term borrowings were ¥6,051 million,
compared with ¥20,168 million in the previous term. This
included the early repayment of loans from the Japan Bank
for International Cooperation. Fiscal 2001 also included
¥3,238 million in payments for cash dividends. Commercial
paper was issued during fiscal 2001, however, this was fully
repaid during the term, so it had no impact on cash flows

apart from that related to interest and issuance expenses.

Cash Flows from Operating Activities and
Capita! Expenditures
Mitiions of yen}
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8 Cash Flows from Operating Activities
Capital Expenditures

As a result of the aforementioned changes, cash and cash
equivalents at end of year decreased from ¥6,458 million to
¥866 million.

On April 3, 2002, JSAT issued ¥20,000 million in Zero-
Coupon Euro-Yen Convertible Bonds, which become due in
2007. These funds will be used for future satellite purchases,
strategic investments relating to the expansion of JSAT’s busi
ness and to meet increased working capital requirements. Thi
bond issue had no impact on JSAT’s fiscal 2001 financial :

statements.

Number of Empﬁoyeeé : I . ;.
As of March 31, 2002, the number of Group emp_lbyees stood
at 251. JSAT Corporation, excluding subsidiaries, had 199 .
employees, compared with 174 at the end of the previous .

period.

Corporate Governance

To maximize corporate value, it is necessary to act continuously
in the interest of all shareholders, manage the Company with a .
global outlook, practice corporate governance with a high level
of transparency and meet a variety of numerical management
targets. With the aim of building a governance structure that

both facilicates rapid decision making and incorporates the |

" appropriate checks and balances, the General Meeting of

Shareholders held in June 2002 approved the following changes
to the Group’s management structure:
1. Clarification of executive and supe&isow functions
2. A one-year term of office for directors, with the mission
and responsibilities of each board member clearly defined
3. To achieve a high degree of openness and transparency,
JSAT will employ outside human resources, including out- -

side directors
Research and Development

JSAT is involved in next-generation research to develop optimal
satellite and transmission systems, with a special focus on the A
role of satellites in the convergence of broadcasting and
telecommunications and broadband Internet. Utilizing the lat-
est manufacturing information from several overseas sateilite
makers, the Company is examining a variety of
applications for the development of next-generation satellite

services in Japan and the rest of Asia.




-  ' out theoretical evaluations of proposed broadband systems.

' Based 0;1 the requirements of the Japanese market and the
resultant necessary adaptations, JSAT fufther refined its basic
désign parameters for the development of these terminals.

o With the cooperation of Sony Corporartion, JSAT has _

" developed a new 45cm VSAT parabolic antenna, much small-
: er than existing models, which are generally over 75cm in
diameter. The new antenna can transfer dara at 1 50kbps. For.
" retail stores wishing to install VSAT systems, the more com-
pact antenna both increases their choice of installation loca-

" tions and lowers set-up costs. L '
‘Together with Sumitomo Electric Industries, Ltd., and
Sumitomo Corporation, JSAT has developed 2 new antenna

- able to receive data simultaneously from all JSAT Ku-band
satellites geostationary over Japan. This will provide greater

_convenience by.aﬂowing users to receive services from multi-

ple satellites with a single antenna and by facilitating mobile.

" applications.

- In conjunction with Sony Corporation and several over-

seas research organizations, JSAT began testing wide-area IP

multicast over satellite. The system incorporates unidirection-
al link routing (UDLR) technology, as defined in RFC3077
by the Internet Engineering Task Force (IETF). Previously,

- JSAT worked with Keio University on the Asian Internec

- IP mulricase tests using its satellites. It is hoped that these tests
will contribute to the development of Asia’s advanced infor-
mation infrastructure.

The Company’s research and development expenses
1999, fiscal 2000 and fiscal 2001, respectively.
Risk Factors

* Sarellite Launch Risk and Operatz'anﬁl Failure Risk
" As JSATs business relies on the operation of a fleet of
 satellites, there is inherenc risk involving possible launch fail-
ure and in-orbit operational failure (breakdown, excessive fuel
consumption, collision with space debris, control problems).
To be prepared for such eventualities, JSAT takes out launch
and in-orbit insurance covering all of its satellites. Launch

insurance covers satellite manufacture costs, re-launch costs

i and the cost of obtaining new insurance. However, not all

Interconnection Initiatives (AI3) project to conduct a range of

totaled ¥102 million, ¥269 million and ¥188 million for fiscal

by such insurance. In-orbit insurance is based on the sarellite’s
book value and does not cover replacement cost, The
Company maintains one satellite in orbit exclusively for emer-
gency backup use. However, the backup satellite may not be
able to replace all of a failed satellite’s capacity and cannot

replace transponder capacity on certain JSAT satellites.

* Insurance Risk

- Following the September 11 rterrorist artacks in the United :

States, insurance premiums in the aerospace insurance market

have risen and the number of underwriters from whom insur-
ance is available has decreased. JSAT maintains in-orbit insur- . '
ance cover on all its satellites, which generally mustbe
renewed every one or two years. The in-orbit insurance on’.
JCSAT-3 was renewed on December 29, 2001. The new )
insurance cover has certain exclusions for risks related co

SCPs. This is owing to failures of SCPs on some Bocing 601

satellites since 1998. The Boeing 601 confains a backup SCP, h ‘

and on JCSAT-3 both SCPs remain fully operational.

* Foreign Exchange Risk

While the Company’s revenues are denominated almost - ‘
entirely in Japanese yen, two of its major exp'enses—the con-
struction and the launch of new satellites—must be paid in
U.S. dollars. JSAT has entered into foreign exchange forward
contracts and foreign currency option contracts to manage its ‘
exposure to fluctuations in the yen-dollar exchange rate.
Notwithstanding, certain exchange rate fluctuations may
cause the final property and equipment investment expense -
related to satellite purchase and launch to exceed the planned

amount,

Environmental Policy _
JSAT aims to deal with environmental issues rapidly and -~ ) .
proactively, including such areas as energy conservation. For -
this reason, the Company has established an ISO 14001 .
Certification Project Group and is working toward certifica-

tion before the end of fiscal 2002. JSAT is currently revicwiné

its operations from the point of view of their environmental

impact and is committed to fulfilling its social responsibilities.




Consolidated Balance Sheets
JSAT Corporation and Subsidiaries
March 31, 2001 and 2002

Thousands .
U.S. Dolla;
Thousands of Yen (Note 1)
ASSETS 2001 2002 . 2002
Current assets:
Cash and cash equivalents ¥ 6,457,619 ¥ ° 865,863 '$ 6,51
Time deposits : 623,900 4,560 ‘ 3
Short-term investments (Note 2) 10,383,758 9,414,782 - 70,78
Accounts receivable (Note 3): v : _ h
Trade 1,556,738 1,873,601 14,08
. Loans 5,000,000 *1,100,000 8,2%
Other 134,695 1,287,831 9,68,
Inventories 20,176 89,828 67
Prepaid expenses 1,813,732 2,283,357 17,16
Deferred income taxes (Note 12) 899,945 409,096 3,07¢
Other current assets ~ 422,724 79,141 59¢
Total current assets 27,313,287 17,407,999 130,887
Investments: ‘
Investments in affiliated companies (Note 3) 515,509 454,929 3,421
Other investments (Notes 2, 3 and 5) 18,040,412 21,627,515 162,613
Total investments 18,555,921 22,082,444 166,034
Property and equipment (Notes 3, 4, 14 and 15): ‘
Land 2,319,302 2,415,491 18,162
Telecommunications satellites 164,301,077 164,301,077 1,235,346
Telecommunications equipment 13,230,995 19,809,696 148,945
Buildings and structures 2,102,143 3,763,216 128,295
Equipment and furniture 637,005 742,920 5,586
Construction in progress 12,746,675 24,447,166 183,813
Total 195,337,197 215,479,566 1,620,147
Accumulated depreciation (73,706,813)  (94,179,807) (708,119)
Net property and equipment 121,630,384 121,299,759 912,028
Deferred income taxes (Note 12) - 143,749 1,081
Other assets 2,140,815 2,498,114 18,783
Total ¥169,640,407 ¥163,432,065 $1,228,813

See notes to consolidated financial statements.




“Thousands of

U.S. Dollars
‘ Thousands of Yen (Note 1)
LIABILITIES AND SHAREHOLDERS’ EQUITY 2001 T 2002 2002
" Carrent liabilities:
Short-term borrowings (Note 5) ¥ 1,000,000 ¥ 3,350,000 $ 25,188
" Current portion of long-term debt (Notes 5 and 14) 13,970,413 12,287,196 _‘92,385 h
Trade accounts payable 1,583,961 730,868 5,495
. Accrued liabilities: _" E ‘ o
~ Interest 771,362 - 456,579 . 3,433
Taxes on income (Note 12) 3,761,260 1,776,340 13,356 .
Other | 569,054 993,454 7470
" Advances from customers 801,615 759,723 5,712
Other current liabilities 973,241 617,962 4,646
Toral current liabilities 23,430,906 20,972,122 157,685
% Long-term liabilities: o _
Long-term debt (Notes 5 and 14) 43,813,508 39,168,789 294,502
Liability for severance payments (Note 6) 468,361 . 772,639 5,809
Deferred income taxes (Note 12) 4,651,213 3,064,770 23,043
Other liabilities (Note 3) 1,391,944 1,973,011 14,836
Toral long-term liabilities 50,325,026 44,979,209 338,190
Commitments and contingent liabilities (Note 15)
. Minority Interests - 574,003 4,316
1 Shareholders’ equity (Note 7): ’ ‘
¥ Common stock: 53,769,570 53,769,570 404,282
authorized, 450,000 shares
issued, 2001 and 2002-—383,154.5 shares _ v ,
Additional paid-in capital 35,044,079 35,008,772 263,224
Retained earnings (accumulated deficit): '
Appropriated for legal reserve - 236,892 1,781
Unappropriated (468,197) 1,646,932 12,383
Accumulated other comprehensive income: ' ‘
Unrealized gains and losses on securities (Note 2) 7,539,612 - 6,061,544 45,576
Foreign currency translation adjustments - 183,610 1,380
Total accumulated other comprehensive income 7,539,612 6,245,154 46,956
95,885,064 96,907,320 728,626
Less treasury stock, at cost (0.5 shares) (589) (589) (4)
Total shareholders’ equity 95,884,475 96,906,731 728,622
Total : $1,228,813

¥169,640,407 ¥163,432,065




Consolidated Statements of Income

JSAT Corporation and Subsidiaries
Years Ended March 31, 2000, 2001 and 2002

Thousands of
U.S. Dollars
Thousands of Yen' (Note 1)
2000 2001 2002 2002
Revenues (Notes 3, 9 and 14) ¥26,986,246  ¥38,160,433  ¥40,782,817 $306,638"
Operating expenses: : E
Cost of services (Note 3) 4113267 6500438 7,849,701 59,021
Sales and marketing (Note 10) 3,244,470 2,150,195 2,022,850 15,210
Depreciation and amortization (Note 4) - 10,166,667 15,420,094 16,475,662 . 123,877;
General and administrative expenses 1,676,953 2,500,717 2,896,662 21,779;%
Loss on property and equipment 94,281 418,374 212,943 1,60 l-
Total operating expenses 19,295,638 26,989,818 29,457,818 221,488
Operating income 7,690,608 11,170,615 11,324,999 85,1504
Other income (expenses): » %
Interest expenses (2,135,311) (1,787,512) (1,387,680) (10,454)‘;
Equity in losses of affiliated companies (Note 3) (1,210,919) (889,071) (243,696) (1,832);
Other—net (Notes 2, 3and 11) 1,331,067 1,201,460 300,691 2,261 3
Other expenses—net (2,015,163) (1,475,123) {1,330,685) (10,005)_‘%.;‘2
Income before income taxes and minority interests 5,675,445 9,695,492 9,994,314 75,145@
Income taxes (Note 12): ;;
Current 1,583,780 4,638,857 4,263,015 32,053 j
Deferred 1,394,226 (68474) - 98,931 743 |
Total 2,978,006 4,570,383 4,361,946 32,796
Income befere minority interests 2,697,439 5,125,109 5,632,368 42,349 f
Minority interests in income of subsidiaries : - - (23,537) a77)%
Net income ‘ ¥ 2,697,439 ¥ 5,125,109 ¥ 5,608,831 $ 42,172 j
Yen US. Dollars
2000 2001 2002 2002
Per share of common stock (Notes 8 and 13): , _ ‘ .
Earnings per share—basic ¥9,793.66 ¥13,936.64 ¥14,638.58 $110.06
Earnings per share—dilured 13,935.31 14,638.58 110.06 &

9,793.66

See notes to consolidated Rnancial stacements.




- JSAT Corporation and Subsidiaries
Years Ended March 31, 2000, 2001 and 2002

L
i
£

Thousands of
. US. Dollacs .
Thousands of Yen (Note 1)
2000 2001 2602 2002
Net income ¥2,697,439 ¥ 5125109  ¥5,608,831 $42,172
Orther comprehensive income (loss) net of tax (N ote 7) '
Unrealized gains and losses on securities: o , : ‘ o
Unrealized holding gains and losses arising durmg r_he period 2,410,020 6,334,756 (1,496,510) (11,252) -
- Less reclassification adjustment for gainsand losses , U -
included in net income (733,306) (488, 765) 18,442 139
Ner unrealized gains and losses on securities 1,676,714 5,845,991 (1,478,068) . (11,113)
Foreign currency translation adjustments - - - 183,610 1,380
~ Toral other comprehensive income (loss) 1,676,714 5,845,991 (1,294,458) (9,733)
o ' Comprehensive income ¥4,374,153 ¥4,314,373

. Ses notes to consolidated financial statements.

¥10,971,100

$32,439




Consolidated Statements
JSAT Corporation and Subsidiaries
Years Ended March 31, 2000, 2001 and 2002

of Shareholders’ Equity

Thousar
U.S. D«
Thousands of Yen (Note
2000 2001 2002 200
Common stock (Note 7):
Balance, beginning of year ¥27,525,820  ¥43,250,820  ¥53,769,570 " $404,
Issuance of common stock 15,725,000 10,518,750 -
Balance, end of year ¥43,250,820  ¥53,769,570  ¥53,769,570 $404,.
Additional paid-in capital (Note 7): :
Balance, beginning of year -~ ¥15,660,708  ¥35,044,079 $2635¢
Issuance of common stock ¥15,660,708 19,345,431 -
Warrants issued related to stock options (Notes 5 and 8) o - 37,940 (35,307) @
Balance, end of year ‘¥15,660,708  ¥35,044,079  ¥35,008,772 $263,2
Retained earnings (accumulated deficit) (Note 7):
Appropriated for legal reserve
Balance, beginning of year ~ - -
Transfer from unappropriated retained earnings - - ¥ 236,892 $ 1,7
Balance, end of year - - ¥ 236,892 $ 1,7
Unappropriated
Balance, beginning of year ¥(8,290,745)  ¥(5,593,306) ¥ (468,197) $ (3,5
Net income 2,697,439 5,125,109 5,608,831 42,17
Cash dividends paid (2002--¥8,500 per share) - ' - (3,256,810) (24,4¢
Transfer to retained earnings appropriated for legal reserve - - {236,892) (1,78
Balance, end of year ¥(5,593,306) ¥ (468,197) ¥ 1,646,932 $ 12,38
Accumulated other comprehensive income (Note 7): :
Balance, beginning of year ¥ 16907 ¥ 1,693,621 ¥ 7,539,612 $ 56,68
Other comprehensive income (loss) for the year, net of tax 1,676,714 5,845,991 (1,294,458) (9,73
Balance, end of year ¥ 1,693,621 ¥ 7,539,612 ¥ 6,245,154

$ 46,95

See notes to consolidated financial statements,




AT Corporation and Subsidiaries
Years Ended March 31, 2000, 2001 and 2002

e TR e

Thousands of
- U.S. Dollars
Thousands of Yen (Note 1)
2000 2001 2002 20602
Operating activities: _ .
- Net income . ¥ 2,697,439 ¥ 5,125,109 ¥ 5,608,831 $ 42,172
Adjustments to reconcile net income to net cash provided ‘ '
by operating activities: : '
Depreciation and amortization 10,166,667 15,420,094 16,475,662 123,877
Provision for doubtful receivables 9,796 57,173 338,601 - 2,546
Accrual for severance payments, less payments 72,116 116,267 179,337 - 1,348
Foreign currency transaction loss - (133,684) {352,680) (2,652)
.- Equity in losses of affiliated companies 1,210,919 889,071 243,696 1,832
- Loss on property and equipment 94,281 418,374 212,943 - 1,601
(Profir) loss on other investments and other assets—net (1,194,151) (841,218) 330,114 2,482
Deferred income taxes 1,394,226 (68,474) © . 98,931 743
Changes in assets and liabilities: ‘
Increase in trade accounts recefvable (335,097} (496,800) (153,020) (1,151)
Increase in prepaid expenses : (524,335) (204,500) (372,854) (2,803) -
Increase (decrease) in trade accounts payable . 253,889 (928,925) (151,313) - (1,138) -
Increase (decrease) in accrued liabilities—interest and other (244,925) 590,486 (105,539) (794)
Increase {decrease) in accrued liabilities—taxes on income 1,583,780 .+ 2,177,480 (2,049,239) (15,408)
Increase (decrease) in advances from customers 443,567 (69,949) (55,331) (416)
Other—net ‘ 49,992 677,938 (317,863) (2,389) -
Net cash provided by operating activities 15,678,164 22,728,442 19,930,276 149,850
" Investing activities: :
Acquisttion of time deposits (106,150) (799,400) (9,000) (68)
Co?]ection of time deposits 600,000 294,900 640,950 4,819
Payments for property and equipment {36,579,635)  (15,621,690) (12,369,092) (93,001)
" Proceeds from sales of property and equipment - ' - 16,380 123
.. Payments for investments in affiliated companies - (1,329,000) (1,738) (13),
Payments for purchases of short-term :
" Investments and other investments (13,636,934) (46,381,084) (23,620,075) (177,595)
Proceeds from sales of short-term . :
investments and other investments 7,283,207 42,403,939 16,062,671 120,772
Acquisition of other assets (140,429) (169,458) (58,896) (443)
. Proceeds from sales of other assets ' - - 2,488 19
(Increase) decrease in short-term loans receivable—net 3,500,000 (5,000,000) 3,900,000 29,324
Payments for business acquisitions, net of cash acquired - - (703,974) (5,293)
Net cash used in investing activities (39,079,941) (26,601,793) (16,140,286} (121,356)
"> Financing activities: |
.. Proceeds from short-term borrowings 1,000,000 2,000,000 10,000,000 75,188
.. Repayments of short-term borrowings (1,500,000) {2,000,000) (8,600,000) (64,662)
Proceeds from long-term borrowings - - 13,500,000 101,504
Repayments of long-term borrowings (10,496,664) (20,168,340)  (20,950,822) (157,525)
~ Proceeds from issuance of bonds with detachable warrants - 169,576 - -
Repayments of bonds buyback - (171,000) - -
Proceeds from issuance of common stock 31,339,153 29,820,140 - -
"Proceeds from issuance of commercial paper - - 10,000,000 - 75,188
Repayments of commercial paper - - (10,000,000) (75,188)
Payments for cash dividends - - (3,238,098) (24,347)
Other (9,187) (71,255) (301,562) (2,266)
v Net cash provided by (used in) financing activities 20,333,302 9,579,121 (9,590,482) (72,108)
Effect of exchange rate changes on cash and cash equivalents (2,605) 12,690 208,736 1,571
" Net increase (decrease) in cash and cash equivalents (3,071,080) 5,718,460 (5,591,756) (42,043)
" Cash and cash equivalents at beginning of year 3,810,239 739,159 6,457,619 48,553
. Cash and cash equivalents at end of year ¥ 739,159 ¥ 6,457,619 ¥ 865,863 $ 6510
- Supplemental information:
3 ash paid during the year for:
Interest, net of amounts capiralized ¥ 2,225,252 ¥ 1,370,364 ¥ 1,627,257 $ 12,235
Income raxes - 2,381,301 6,292,552 47,312

See notes to consolidared financial statemencs.




Notes to Conscolidated Financial Statements
JSAT Corporation and Subsidiaries

1. BASIS OF CONSOLIDATED FINANCIAL STATEMENTS AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES '

1. NATURE OF OPERATIONS
JSAT Corporation (the “Company”) and its subsidiaries (together, the “Companies”) are primarily engaged in the satellite
telecommunications and broadcasting business through 8 satellites providing state-of-the-art satellite-based services mainly in Japan.
The Companies’ principal lines of business are telecommunications business services, satellite broadcasting services and '
telecommunications carrier services.
Telecommunications business services include the provision of domestic and international full-time and occasional satellite
transponder capacity to various customers, primarily corporations, for their internal telecommunications networks.
Satellite broadcasting services consist of multi-channel digital broadcasting services through SKY Perfect Communications Inc.

(“SKY Perfect”). These services also include the provision of operational support services to SKY Perfect. : o

Telecommunications carrier services include the provision of transponder capacity to NTT and related entities as part of, or as
alternative routing for, their telecommunicacions networks.

The Companies, in providing their various services, are subject to the Telecommunications Business Law, the Radio Law, the
Broadcast Law and other related laws and regulations of Japan. ,

Telecommunications satellites are subject to significant risks, including launch failure, destruction and damage which may resultin
total or partial loss, or prevent commercial operation, of a satellite. The Companies have insurance coverage that generally reimburses
the Companies for all or a substantial portion of the carrying value of the net assets that may be affected by such events. Additionally,
the Companies operate one satellite for back-up purposes, so that the Companies can supply the services continuously in the case of
launch and in-orbir failure.

The preparation of consolidated financial statements in conformity with accounting principles generally accepred in the United
States of America (“U.S. GAAP”) requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosures of contingent assets and liabilities at the date of these statements and the reported amounts of revenues and

expenses during the reporting period. Actual results could differ from those estimares.

I1. BASIS OF CONSOLIDATED FINANCIAL STATEMENTS
As a result of the acquisition of a 67% stake in Satellite Network, Inc. (“SNET”) and establishment of a fully-owned subsidiary, JSAT

International Inc. (“J1I”) for the year ended March 31, 2002, the accompanying financial statements are prepared on a consolidated basis.

The accompanying consolidated financial statements are stated in Japanese yen, the currency of the country in which the Company
is incorporated and operates. The translation of Japanese yen amounts into United States dollar amounts with respect to the year ended
March 31, 2002 is included solely for the convenience of readers outside Japan and has been made at the rate of ¥133=U.5.81, the
approximate exchange rate on March 29, 2002. Such translation should not be construed as a representation thart the Japanese yen
amounts could be converted into United States dollars at the above or any other rate.

The Companies and their affiliated companies maintain their records and prepare their statutory financial statements principally in
accordance with the Commercial Code of Japan (the “Code”) by applying accounting principles generally accepred in Japan (“Japanese
GAAP”). The Company, as a regulated entity, also follows the Telecommunications Business Law and other related accounting g
regulations for preparing such financial statemnents.

The accompanying consolidated financial statements incorporate certain adjustments, which have not been entered in the Companies’
general books of account and additional disclosures, to conform with U.S. GAAP. Major adjusuments and disclosures include those
relating to (1) accounting for leases, (2) capirtalization of interest costs, (3) accounting for compensated absences, (4) employees’ benefit plans,
(5} impairment of long-lived assets, (6) common stock issue costs, (7) derivative financial instruments and (8) stock-based compensation.

III. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Significant accounting policies applied in the preparation of the accompanying consolidated financial statements are summarized below.

(1) Consolidation and investments in affiliated companies
The consolidared financial statements include the accounts of the Company and its majority-owned subsidiaries. Significant inter-company
transactions and balances have been eliminated in consolidation. Investments in affiliated companies (companies owned 20% to 50% and

R g




corporate joint ventures) are accounted for under the equity method, after appropriate adjustments for inter-company profits and dividends.

- The excess cost of investments in subsidiaries and affiliated cornpames over the equity in the net assets at the date of acquisition is
: prmcxpa].ly being amortized over periods of 5 years.

(2) Revenue recognition

* The Companies enter into transponder utilization contracts with customers to provide satellite transponder capacity and consignment
contracts to transmit customers’ broadcasting programs. '

Full-time dedicated telecommunications business services and telecommunications carrier services are accounted for as operanng
leases. Operating lease revenues are recognized on a straight-line basis over the lease term.

Revenues from satellite broadcasting services are recognized based on the contract terms on a monthly billing cycle basis.

Occasional dedicated telecommunications business and other services revenues are recorded when the services are rendered to customers.

(3) Foreign currency translation B
All asset and liability accounts of a foreign subsidiary are translated into Japanese yen ar appropriate year-end m;change rates and all income
and expense accounts are translated at rates that approximate those rates prevailing at the dme of the transactions. The resulting translation
adjustments are accumulated and reported as a component of accumulated other comprehensive income. :

Foreign currency receivables and payables are translated into Japanese yen at year-end exchange rates-and resulting exchange gains or
losses are recognized currently in mcome.

(4) Cash and cash equivalents

- For purposes of the consolidated statements of cash flows, cash equivalents are defined as highly liquid investments which include short-term

time deposits, generally with original maturities of three months or less, thar are readily convertible into cash and have no sxgmﬁcant risk
of change in value. N

- (5) Inventories
“ Inventories, which mainly consist of preparatory parts of telecommunications equipment, are stated at the lower of cost, on the

specification basis, or market.

(6) Short-term investments and other investments
In accordance with Statement of Financial Accounting Standards (“SFAS”) No. 115, “Accounting for Certain Investments in Debt and

. Equiry Securities,” unrealized gains and losses on markerable equity securities and debt securities designated as available-for-sale, whose

fair values are readily determinable, are included as a component of accumulated other comprehensive income in a separate component

- of shareholders’ equity, net of applicable taxes and debr securities designated as held-to-maturity are stated at amortized cost.

Short-term investments other than marketable equity securities and debt securities are stated at cost plus credited earnings which
approximate fair value.
Other investments other than marketable equity securities and debr securities are investments in non-traded and unaffiliated

" companies, investments in partnerships and non-current time deposits. Investments in non-traded and unaffiliated companies are stated

at cost. If an other-than-temporary impairment of these investments is considered to have occurred, the cost basis of the individual

security is written down to equity in net assets of the investee. Investments in partnerships are stated at cost plus a share of profit and loss

which approximates fair value. Non-current time deposits are stated at cost which approximates fair value.
The cost of securities sold is determined based on the moving average-cost method.

(7) Allowance for doubtful receivables
An allowance for doubtful receivables is established in amounts considered to be appropriate based on the Companies’ past credit loss
experience and an evaluation of potential losses in the receivables outstanding. In addition, an impairment loss is recognized if the

present value of expected future cash flows discounted ar the loan’s effective interest rate is less than the recorded investment.




(8) Property and equipment and depreciation

Property and equipment are stated at cost. The capitalized cost of telecommunications satellites includes all construction costs, launch
costs, launch insurance, direct development costs and capitalized interest. Expenditures for maintenance, repairs and renewals of relatively
minor items are expensed as incurred. Depreciation of property and equipment is provided by the straight-line method over the estimated .
useful lives of the related assets. Estimated useful lives for property and equipment are as principally follows: v

Telecommunications satellites 11 to 17 years

Telecommunications equipment 21012 years _

Buildings and structures 3 to 47 years : : o
Equipment and furniture 310 12 years | e

As the telecommunications industry is subject to rapid technological changes, the Companies may be required to revise the estimated -
useful lives of their telecommunications satellites. Accordingly, the estimated useful lives are periodically reviewed using current telemetry,
tracking and control data including remaining propellant. If a significant change in the estimated useful lives is identified, the Companies
account for such changes on a prospectivé basis. ‘

The cost and accumulated depreciation for property and equipment sold, retired, or otherwise disposed of are relieved from the

accounts, and any resulting gains or losses are reflected in income.

(9) Long-iived assets :
In accordance with SFAS No. 121, “Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of,”

long-lived assets and certain identifiable intangibles to be held and used are reviewed, by using future cash flow which is not discounted,
for impairment whenever events or changes in circumstances indicate thar the carrying amount of an asset may not be recoverable. The
measurement of an impairment loss for long-lived assets and cerrain identifiable intangibles to be disposed of is based on the fair value

less cost to sell.

(10) Employees’ benefit plans and directors’ severance indemanities
The Companies have unfunded severance indemnity plans covering substantially all of their employees other than directors and executive
officers. The costs of the unfunded plans are accrued based on amounts determined using actuarial methods in accordance with the
provisions of SFAS No. 87, “Employers’ Accounting for Pensions.”

The Company also participates in a contributory multi-employer pension plan covering all of its employees. The costs of the multi-
employer plan are accrued based on the contribution amounts.

The costs of the severance indemnity plans for directors and executive officers are accrued based on the vested benefit obligation,
which is the amount required to be paid if all directors and executive officers terminated their appointments at each balance sheet date.

(11) Income taxes :
Income raxes are accounted for in accordance with SFAS No. 109, “Accounting for Income Taxes.” Under this statement, the tax effect .

of temporary differences between the financial statements and income tax basis of assets and liabilities is recognized as deferred income -
taxes, using enacted tax rates applicable to the periods in which the differences are expected to affect taxable income. The effect on B
deferred tax assets and liabilities of a change in tax rates is recognized in income in the period that includes the enactment date. A :
valuation allowance is provided for any portion of the deferred tax assets where it is considered more likely than not that they will not be -

realized.

(12) Derivative financial instruments
On April 1, 2001, the Companies adopted SFAS No. 133, “Accounting for Derivative Instruments and Hedgmg Activities,” as amended
by SFAS No. 138 “Accounting for Certain Derivative Instruments and Certain Hedging Activities—an amendment of FASB Statement =
No. 133,” which establishes accounting and reporting standards for derivative instruments and for hedging activities. SFAS No. 133, as
amended, requires that derivatives be reported as assets or liabilities at fair value and that changes in the fair value be accounted for
depending on the intended use of the derivative and the resulting designation.

The initial transition adjustments recorded upon the adoption of SFAS No. 133, as amended, were immaterial. |

(®)
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(13) Net income per share

Basic earnings per share (“EPS”) is computed by dividing net income by the weighted-average number of common stock outstanding for
. the period and diluted EPS reflects the potential dilution that could occur if securities or other contracts to issue common stock resulted
in the issuance of common stock. The Companies did not have any dilutive potential common stock until the issuance of bonds with _
detachable warrants on June 14, 2000 and therefore diluted EPS has been the same as basic EPS in 2000. Basic and diluted EPS, aswell -
- as the number of shares, are adjusted for the year ended March 31, 2000 to reflect the reverse stock split (2 shares to 1 share) that became

effective on January 25, 2000.

 (14) Stock-based compensation :

&’ The Companies measure compensation costs for stock-based compensation plans using the intrinsic value method of accounting as
prescribed in Accounting Principles Board Option (*APB”) No. 25, “Accounting for Stock Issued to Employees,” and related
interpretations. The Companies have adopted those provisions of SFAS No. 123, “Accounting for Stock-Based Compensation,” which
require disclosures of the pro forma effects on net income and EPS as if compensation cost had been recognized based upon the estimated =
fair value at the date of grant for options award. '

“# " Iv. RECLASSIFICATION

Certain reclassifications have been made to the 2000 and 2001 financial statements {0 conform to the classxﬁcatxons u.sed in 2002.

. V.NEW ACCOUNTING STANDARD
* Business combinations and goodwill and other intangible assets
In June 2001, the Financial Accounting Standards Board (the “FASB”) issued SFAS No. 141, “Business Combinations,” and SFAS No
- 142, “Goodwill and Other Intangible Assets.” SFAS No. 141 requires business combinations initiated after June 30, 2001 to be accounted
 for using the purchase method of accounting. It also specifies the types of acquired intangible assets that are required to be recognized

. and reported separately from goodwill. SFAS No. 142 requires that goodwill and certain other intangibles no longer be amortized, but
'~ instead be tested for impairment at least annually. SFAS No. 142 is required to be applied starting with fiscal years beginning after

December 15, 2001, with early application permitted in certain circumstances. Management has not yet determined the impact, if any,
the adoption of SFAS No. 141 and 142 will have on the Companies’ consolidated financial position and results of operations.

" Asset retirement obligations

In June 2001, the FASB issued SFAS No. 143, “Accounting for Asset Retirement Obligations.” SFAS No. 143 requires entities to record
the fair value of a liability for an asset retirement obligation in the period in which it is incurred and requires that the amount recorded
as a liability be capitalized by increasing the carrying amount of the related long-lived asset. Subsequent to initial measurement, the liabilicy v
is accreted to the ultimate amount anticipated to be paid, and is also adjusted for revisions to the timing or amount of estimated cash

. Hows. The capitalized cost is depreciated over the useful life of the related asser. Upon settlement of the liability, an entity either settles
the obligation for its recorded amount or incurs a gain or loss on settlement. SFAS No. 143 is required to be adopted for fiscal years
beginning after June 15, 2002, with earlier application encouraged. Management has not yet determined the impact, if any, the adopuon
of SFAS No. 143 will have on the Companies’ consolidated financial position and results of operations.

Impairment or disposal of long-lived assets

In August 2001, the FASB issued SFAS No. 144, “Accounting for the Impairment or Disposal of Long-lived Assets.” This statement
supersedes SFAS No. 121. SFAS No. 144 retains the fundamental provisions of SFAS Na. 121 for (1) recognition and measurement of
the impairment of long-lived assets to be held and used; and (2) measurement of the impairment of long-lived assets to be disposed of by
sale. SFAS No. 144 is effective for fiscal years beginning after December 15, 2001. Management has not yet determined the impact, if
any, the adoption of SFAS No. 144 will have on the Companies’ consolidated financial position and results of operations. ‘




2. SHORT-TERM INVESTMENTS AND OTHER INVESTMENTS

In accordance with SEAS No. 115, the Companies’ marketable equity securities were classifi ed as available-for-sale securities and the

Companies’ debt securities were classified as available-for-sale securities or held-to-maturity securities.

At March 31, 2001 and 2002, the aggregate cost, fair value and gross unrealized holding gains and losses on available-for-sale
securities and held-to-maturity securities are as follows:

Thousands of Yen’

2001
Cost Unrealized gains Unrealized [osses Fair value
Securities classified as: 5

Available-for-sale: : .
Equity securities ¥ 4,772,941  ¥13,046,192 ¥ (50,2100 ¥17,768,923
Debt securities 1,016,334 6,800 - 1,023,134

Thousands of Yen
2002 ‘
Cost Unrealized gains Unrealized losses Fair value -
Securities classified as:

Available-for-sale: :
Equity securities ¥10,656,072 ¥10,563,226 ¥(100,572)  ¥21,118,726
Debr securities 5,991,953 2,926 (11,191) 5,983,688

Held-to-maturity securities 92,577 - (1,074) 91,503 -

Thousands of U.S. Dollars
2002
Cost Unrealized gains Unrealized losses Fair value
Securities classified as:

‘Available-for-sale: . : : :
Equity securities $ 80,120 § 79,423 $ (756) $ 158,787
Debt securities 45,052 22 (84) 44,990 -

696 - (8) 688 -

Held-to-maturity securities

The proceeds from sales of available-for-sale securities and gross realized gains and losses on these sales for the years ended March 31,

2000, 2001 and 2002 are as follows:

Thousands of v ':S

Thousands of Yen U.S. Dollars o

2000 2001 2002 . 2002 ;

Proceeds from sales ¥1,267,320  ¥847,698 ¥186,539 $1,403

Gross realized gains ¥1,264,320 ¥842.698 ¥ 9,540 $ 72

Gross realized losses ~ - {41,337) (312)
Net realized gains (losses) ¥1,264,320 ¥842,698 ¥(31,797)

$ (240)

©




Debt securities classified as available-for-sale and held-to-maturity at March 31, 2002 mature as follows:

Thousands of Yen
Available-for-sale . Held-to-marurity
. Cost Fair value Cost
£ * Contractual maturities: ~ o '
Within 1 year _ o L . ¥4,821,285  ¥4,813,075 -
After 1 year through § years o o 1,080,668 1,079,550  ¥92,577
After 5 years through 10 years _ : : : - : - . L=
After 10 years s 90,000 91,063 ‘ -
Total » ¥5.991,953 ¥5,983,688  ¥92577

Thousands of U.S. Dollars

Available-for-sale Hcld-(o-mar;xrig =
Cost Fair value Cost )
Contractua.l maturities: ' ' :
Within 1 year ' ‘ $ 36,250 ' $ 36,188 -
After | year through 5 years : : i 8,125 T 8,117 . $ 696
After 5 years through 10 years - ' - - -
After 10 years ' : 677 685 ' -
Toal . 4 _§ 45,052 $ 44,990 $ 696 -

Investments other than marketable equity securities and debt securities include (1) short-term investments in money management
 funds, etc., of ¥8,568,313 thousand and ¥2,504,147 thousand ($18,828 thousand) at March 31, 2001 and 2002, respectively, which
approximate fair value and (2) other cost basis investments, which are non- -traded equity securities, investments in partnerships and non-

current time deposits, of ¥1,063,800 thousand and ¥1,343,159 thousgnd ($10,100 thousand) at March 31, 2001 and 2002, respecnvely

" 3. INVESTMENTS IN AFFILIATED COMPANIES AND RELATED PARTY TRANSACTIONS

NTTSC

The Company has a 35.94% ownership interest in NTT Satellite Communications Inc. (“NTTSC”) which was established on Apnl 1,
1998 and is engaged in the provision of internet access services and intranet services in Japan. The Company made an additional equity
investment in NTTSC of ¥804,000 thousand on September 29, 2000. Losses of the Company’s equity investment by proportional share
of NTTSC'’s net losses were ¥927,881 thousand and ¥804,000 thousand for the years ended March 31, 2000 and 2001, respectively.

" Additionally, based on agreements between shareholders of NTTSC, the Company has recorded losses of ¥283,028 thousand, ¥75,580
thousand and ¥181,378 thousand ($1,364 thousand) in excess of their equity investment at March 31, 2000, 2001 and 2002, respectlvcly,
_ which have been included in other liabilities.

NTTSC uses the Companies’ satellites for Internet access services and intranet services via satellite. Revenues for these services for the
years ended March 31, 2000, 2001 and 2002 were ¥704,047 thousand, ¥1,400,443 thousand and ¥1,434,843 thousand ($10,788
thousand), respectively.

Additionally, the Company has an agency service agreement for the uplink operation with NTTSC. Cost of services under the
agreement for the years ended March 31, 2000, 2001 and 2002 were ¥44,116 thousand, ¥215,869 thousand and ¥525,756 thousand
($3,953 thousand), respectively.

PPV]
The Company purchased 20% ownership of Pay Per View Japan, Inc. (“PPV]”) from certain shareholders on September 29, 2000.
PPV] is a provider of pay-per-view programming and a licensed broadcaster over SKY PerfecTV! using the Companies’ satellizes.
Revenues for satellite broadcasting services for the six-month period ended March 31, 2001 and che year ended March 31, 2002 were
¥380,295 thousand and ¥790,571 thousand ($5,944 thousand), respectively.

The Company guarantees of PPV]’s bank borrowings amounted to ¥126,000 thousand ($947 thousand) at March 31, 2002.
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Summarized combined financial information for primarily NTTSC and PPV] at March 31, 2001 and 2002 and for the years ended
March 31, 2000, 2001 and 2002 is presented below:

‘ Thousands of
Thousands of Yen U.S. Doliars
2001 2002 2002
Current assets : ¥ 3,917,450 ¥2.014,382 $15,146 v
Property and equipment—net of accumulated depreciation ' ‘ 1,213,230 889,735 6,690
Other assets 978,951 694,870 5,224
Total assets ¥ 6,109,631 ¥3,598,987 $27,060
Current liabilities _ . ¥ 3,602,718  ¥4,376,644 $32,907
Non-current liabilities 3,333,798 150,715 1,133
Shareholders’ equity (826,883) - (928,372) (6,980)
Total liabilities and shareholders’ equity ¥ 6,109,631 ¥3,598,987 $27,060
Thousands of .
' Thousands of Yen ‘ U.S. Dollars
2000 2001 2002 2002
Revenues ¥ 972,381 ¥10,054,251 ¥13,870,815 $104,292:
Net loss . © (3,445,707) (1,523,972) (101,487) (763)

The carrying amount of investments in affiliated companies at March 31, 2002 includes ¥387,248 thousand ($2,912 thousand),
representing the unamortized balance of the excess cost of investments over the affiliated companies’ equity in the net assets, at the date

of acquisition. : ,
No dividends from affiliated companies were received for the years ended March 31, 2000, 2001 and 2002.

SKY Perfect
The Company has a 4.92% and 7.01% equity investment in SKY Perfect, which are available-for-sale equity securities, at March 31, 2001

and 2002, respectively. The Company purchased additional shares of SKY Perfect for ¥5,748,045 thousand (843,218 thousand) from a
certain shareholder of the Company on June 29, 2001. The carrying amounc of this investment, which has been included in other ’
investments, was ¥16,518,000 thousand and ¥19,754,280 thousand ($148,528 thousand) at March 31, 2001 and 2002, respectively. This -
investment was pledged as collateral for certain long-term debt of the Company at March 31, 2002 (See Note 5). :
The Company provides SKY Perfect with satellite broadcasting services. Revenues from these services were ¥2,153,041 thousand,
¥3,134,851 thousand and ¥3,985,678 thousand ($29,968 thousand) for the years ended March 31, 2000, 2001 and 2002, respectively.
Additionally, the Company had entered into agreements for agency services with SKY Perfect related to uplink operations. Cost of
services under these agreements was ¥1,684,446 thousand, ¥2,073,951 thousand and ¥2,161,905 thousand ($16,255 thousand) for the

years ended March 31, 2000, 2001 and 2002, respectively.

NTT and related entities
On March 31, 2000, NTT Communications Corporation (“NTTC"”) became an 18.60% shareholder (currently 16.42% at March 31,

2002) as a result of the Company’s issuance of 62,900 shares of common stock. In connection with the equity transaction, the Company
purchased their ownership interest (60.33%) in two sacellites, the related telecommunications equipment and the related equipment and
furniture for ¥32,648,400 thousand.

The Company provides telecommunications business services and telecommunications carrier services to NTT and related entiries.
Revenues from these services were ¥2,586,580 thousand, ¥9,085,777 thousand and ¥9,454,343 thousand ($71,085 thousand) for the
years ended March 31, 2000, 2001 and 2002, respectively.

The Company sold, based on market price, available-for-sale investment securities for ¥1,267,320 thousand and ¥845,496 thousand
to NTTC on March 31, 2000 and on April 28, 2000, respectively. Realized securities gains on these sales were ¥1,264,320 thousand and

¥842,496 thousand, respectively.
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Other shareholders »
The Company had short-term loans receivable from subsidiaries of certain shareholders totaling ¥1,100,000 thousand ($8,271
. thousand) which were investments of cash in excess of dally requirements as of March 31, 2002. Interest income recognized on these

" loans was not material.

- 4. PROPERTY AND EQUIPMENT

. Depreciation expense of property and equlpment, including assets recorded under capital leases which are descnbed in Note 14, for the =
. years ended March 31, 2000, 2001 and 2002 was ¥9,862,361 thousand, ¥15,103,776 thousand, and ¥16,193,974 thousand ($121,759

thousand), respectively.
Capiralized interest in connection with construction of major facilities, mainly telecommunications satellites, for the years ended -

- g

- March 31, 2000, 2001 and 2002 was ¥65,146 thousand, ¥129,974 thousand, and ¥85,706 thousand ($644 thousand), respectively.

5. SHORT-TERM BORROWINGS AND LONG-TERM DEBT

Short-term borrowings at March 31, 2001 and 2002 consist of the following:

Thousands of

Thousands of Yen U.S. Dollars
2001 : 2002 2002
o Interest rate™ Interest rate*
. Bank borrowings ¥1,000,000 0.624%  ¥3,350,000 0.401% $25,188
*The interest rates represent weighted-average rates of outstanding balances ar March 31, 2001and 2002. '
All short-term borrowings at March 31, 2001 and 2002 are denominated in Yen.
Long-term debt at March 31, 2001 and 2002 consists of the following:
Thousands of
Thousands of Yen _U.S. Dollars.

2001 2002 2002

. Long-term debt with collateral:
Government-owned bank, maturing serially through 2008— ‘
annual interest rates of 2.10%-3.18% (2002) - ¥16,984,360 $127,702
Long-term debrt without collateral:
Banks and insurance companies, maturing serially through 2008—

annual interest rates of 1.02%~5.20% (2001) and 0.292%~5.20% (2002) ¥24,606,896 29,442,394 221,372
Government-owned bank, maturing serially through 2008—

annual interest rates of 1.30%—4.48% (2001) and 1.30% (2002) 31,363,880 2,093,200 ‘ 15,738
Non-trade accounts payable due through 2006—non-interest bearing 1,676,000 1,340,800 10,081

Unsecured bonds with detachable warrants, due 2006
redeemable before due date—annual interest races of 2.38643% (2001)

and 1.90077% (2002) 4,500 4,500 34

_ Capital lease obligations (See Note 14) 132,645 1,590,731 11,960
Total _ 57,783,921 51,455,985 386,887
Less current maturities 13,970,413 - 12,287,196 - 92,385

Long-term debt, less current maturities ¥43,813,508  ¥39,168,789 $294,502




Other investments, which were available-for-sale equity securities, with a book value of ¥19,754,280 thousand ($148,528 thousand)
were pledged as collateral for certain long-term debt of the Company at March 31, 2002 (See Note 3).

On June 14, 2000, the Company issued floating interest rate bonds with 39 detachable warrants related to stock options. Each warrant,
exercisable from June 14, 2002, entitles the holder to subscribe ¥4,500 thousand for shares of common stock of the Company at
¥750,000 per share. The exercise price was adjusted to ¥740,017 per share due to issuance of common stock on August 4, 2000. At -
March 31, 2002, all warrants were outstanding and will expire on June 14, 2005 (See Notes 8 and 13). ‘

The Company entered into interest rate swap agreements to manage interest rate exposures relaced to certain debe agreements. The
floating interest rates for interest rate swap agreements are generally based on the six-month LIBOR (London Interbank Offered Rate)
{See Note 16).

At March 31, 2002, the Companies had unused lines of credit that totaled ¥2,639,000 thousand ($19, 842 thousand). Under these
programs, the Companies are authorized to obtain short-term financing at prevailing incerest rates.

Certain short-term and long-term bank borrowings are made under agreements which, as is customary in Japan, provide that the
bank may, under cerrain conditions, require the borrower to provide collateral or guarantors with respect to the borrowings, and that the
bank may treat any collateral, whether furnished as security for short-term or long-term borrowings or otherwise, as collateral for all
indebtedness to such banks.

Certain agreements require the borrower, upon the request of the lender, to reduce outstanding loans before scheduled maturity
dates when the lender concludes that the borrower is able to reduce such loans through increased earnings or through the proceeds from
the sale of common stock or bonds and notes. During the years ended March 31, 2001 and 2002, the Companies did not receive any
requests of the kind described above, and there is no expectation that any such requests will be made.

Maturirties of long-term debrt subsequent to March 31, 2002 are as follows:

Thousands of

Year ending March 31: A Thousands of Yen U.S. Dollars _'
2003 (included in current liabilicies) ' ¥12,287,196 $ 92,385
2004 : , 8,150,147 61,279 ¢
2005 ‘ 12,039,401 90,522 -
2006 6,899,292 51,874 -
2007 9,084,979 68,308
2008 and thereafter 2,994,970 22,519

Total ¥51,455,985 $386,887 -

6. EMPLOYEES’ BENEFIT PLANS AND DIRECTORS’ SEVERANCE INDEMNITIES

The Companies have unfunded defined benefit severance indemnity plans under which all of their employees, other than directors and
executive officers, are entitled, under most circumstances, upon mandatory retirement at normal retirement age or earlier termination of
employment, to lump-sum severance payment based on the level of compensation at retirement or earlier termination of employment,
length of service and other factors. '

The Company also participates in a contributory multi-employer pension plan covering all of its employees. The benefits for the
multi-employer pension plan are based on a standard remuneration schedule under the Welfare Pension Insurance Law, the length of
participation and other factors. However, assets contributed by an employer are not segregated in a separate account or restricted to
provide benefits only to employees of that employer, including the Company.

Contributions to the multi-employer plan, which are recognized as incurred, were ¥29,608 thousand, ¥33,228 thousand and
¥39,095 thousand ($294 thousand) for the years ended March 31, 2000, 2001 and 2002, respectively.




~ Thousands of Yen . U.S. Dollars
2000 2001 2002 2002
11" Service cost—benefits earned during the period . T ¥49,822 ¥57,978 ¥ 76,033 $572
+ Interest cost on projected benefit obligation 10,063 12,438 13,968 05 -
.| Amortization of unrecognized obligation at transition ~ . © - 6,533 .. 6,533 6,533, - 49
Amortization of unrecognized net actuarial loss’ S ‘ 1,371 2,071 4,431 33
" Net periodic pension cost ¥67,789 ¥79,020 ¥100,965 $759

Net periodic pension cost of the unfunded plans for the years ended March 31, 2000, 2001 and 2002 consisted of the following components:

Thousands of

The changes in benefit obhgauon and composition of amounts recogmzed in the consohdated balance sheets are as follows:

Thousands of
Thousands of Yen U.S. Dollars -
: 2001 2002 2002
Changes in benefit obligation: ' o :
Benefit obligation at December 31,1999 and 2000 ¥415,988 ©¥524,911° $3,947
Service cost 57,978 76,033 572
Interest cost 12,438 13,968 105
Actuarial loss 55,439 - 34,576 S 260 .
Acquisition : - 135,220 CL01G
Direct benefit payments - (15,527) - -
Transfer to the directors’ plans (1,405) - -
Benefit obligation at December 31, 2000 and 2001 524,911 ~ 784,708 5,900
- Direct benefit payments during the three-month periods ended ' S
March 31, 2001 and 2002 - (196) (2)
Unrecognized net obligation at transition being recognized over 18 years (91,451) (84,918) (638)
" Unrecognized actuarial loss (132,253) (162,398) (1,221
Net amount recognized ¥301,207 ¥537,196 $4,039
Amounts recognized in the consolidated balance sheets consist of:
Liability for severance payments ¥311,886 ¥537,196 $4,039
Other assets (10,679) - -
Net amount recognized ¥301,207 ¥537,196 $4,039 .
Assumprtions used for 2000, 2001 and 2002 in determining costs for the plans shown above are as follows:
2000 2001 2002 -
Weighted-average discount rate 3.00% 2.50% 2.10%
Average rate of increase in future compensation levels | 4.32% 4.32% 2.81%-4.32%

The Companies also have directors’ unfunded severance indemniry plans. Benefits under the directors’ plans are based on che level of
compensation at retirement, length of service and other factors. Liabilities for severance payments under the directors’ plans at March 31,
2001 and 2002, amounting to ¥156,475 thousand and ¥235,443 thousand ($1,770 thousand), respectively, were stated on the vested
benefit obligation basis, which was required to be paid if all directors and executive officers terminated their appointments as of the
balance sheet date.

Charges to operations for the years ended March 31, 2000, 2001 and 2002 with respect to the directors’ plans were ¥47,797 thousand,
¥93,590 thousand and ¥78,567 thousand ($591 thousand), respectively.




7. SHAREHOLDERS' EQUITY
The changes in the number of shares of common stock issued during the years ended March 31, 2000, 2001 and 2002 are as follows:

Number of shares

o - 2000 2001 2002
Balance, beginning of year . ~550,509.0 338,154.5 : 383,154.5{»?:‘;
Reverse stock split ‘ : (275,254.5) - e
Issuance of common stock o : 62,900.0 45,000.0 e
Balance, end of year 338,154.5 383,154.5 383,154.5 -+

The Company and its domestic subsidiary are subject to the Code to which certain amendments became effective from October 1, 2001,

Prior to October 1, 2001, the Code required at least 50% of the issue price of new shares, with a minimum of the par value thereof, - ..
to be designated as stated capital as determined by resolution of the Board of Directors. Proceeds in excess of amounts designated as
stated capital were credited to additional paid-in capiral. Effective October 1, 2001, the Code was revised and common stock par values
were eliminated resulting in all shares being recorded with no par value. ‘

Prior to October 1, 2001, the Code provided that an amount at least equal to 10% of the aggregate amount of cash dividends and
certain other cash payments which are made as an appropriation of retained earnings applicable to each fiscal period shall be appropriated
and set aside as a legal reserve until such reserve equals 25% of stated capital. Effective October 1, 2001, the revised Code allows for such
appropriations to be determined based on total additional paid-in capital and legal reserve. The amount of total additional paid-in o
capital and legal reserve which exceeds 25% of stated capital can be transferred to retained earnings by resolution of the shareholders,
which may be available for dividends. Under the Code, companies may issue new common shares to existing shareholders without
consideration as a stock split pursuant to resolution of the Board of Directors. Prior to October 1, 2001, the amount calculated by ,
dividing the total amount of shareholders’ equity by the number of outstanding shares after the stock split could not be less than ¥50,000. .
The revised Code eliminated this restriction. . ‘

Prior to October 1, 2001, the Code imposed certain restrictions on the repurchase and use of treasury stock. Effective October 1, 2001,
the Code eliminated these restrictions allowing companies to repurchase treasury stock by resolution of the shareholders at the general
shareholders’ meeting and dispose of such treasury stock by resolution of the Board of Directors after March 31, 2002. The repurchased
amount of treasury stock cannot exceed the amount available for future dividends plus amount of stated capirtal, additional paid-in
capital or legal reserve to be reduced in the case where such reduction was resolved at the general shareholders’ meeting.

The Code permits companies to transfer a portion of additional paid-in capital and legal reserve to stated capital by resolution of the . -
Board of Directars. The Code also permits companies to transfer a portion of unappropriated retained earnings, available for dividends,
to stated capital by resolution of the shareholders. '

Dividends are approved by the shareholders at a meeting held subsequent to the fiscal year to which the dividends are applicable.
Semiannual interim dividends may also be paid upon resolution of the Board of Directors, subject to certain limitations imposed by the !
Code. The amount of retained earnings available for dividends under the Code is based on the amount recorded in the Company’s L
general books of account maintained in accordance with accounting principles generally accepted in Japan. The adjustments included in
the accompanying consolidated financial statements but not recorded in the books have no effect on the determination of retained
earnings available for dividends under the Code. Retained earnings available for dividends of the Company at March 31, 2001 and 2002
were ¥4,499,627 thousand and ¥6,897,538 thousand ($51,861 thousand), respectively.
~ On December 21, 1999, the Company’s shareholders’ meeting approved a reverse stock split (2 shares to 1 share). The Company effected
the reverse stock split on January 25, 2000. The reverse stock split decreased the Company’s common stock issued by 275,254.5 shares.

On March 31, 2000, the Company issued 62,900 shares of common stock at the issue price of ¥500,000 per share to NTTC
(See Note 3). .

On August 4, 2000, the Company’s initial public offering resulted in the sale of 45,000 newly issued shares of common stock. Net
proceeds of common stock issued was ¥29,820,140 thousand.




o

Accumulated other comprehensive income represents cumulative gains or losses on items that are not reflected in net income. Other

‘ comprehensive income (loss) for the years ended March 31, 2000, 2001 and 2002, is as follows:

$ (9,733)

" Thousands of Yen
Pre-tax Tax (expensc) Net-of-tax .
amount or benefit amount
For the year ended March 31, 2000
Unrealized gains and losses on securities: ‘ : : ‘
Unrealized holding gains and losses arising during the period ¥ 4,155,206 ¥(1,745,186) - ¥ 2,410,020 .
Less reclassification adjustment for gains and losses included in net income (1,264,320) 531,014 (733,306) -
Net unrealized gains and losses on securities 2,890,886 (1,214,172) 1,676,714
Other comprehensive income ¥ 2,890,886 ¥(1,214,172) ¥ 1,676,714
Thousands of Yen
Pre-tax Tax (expense) Net-of-tax
amount or benefic amount
For the year ended March 31, 2001
Unrealized gains and losses on securities: o : Co | .
Unrealized holding gains and losses arising during the period ¥10,921,992 ¥(4,587,236) ¥ 6,334,756
Less reclassification adjustment for gains and losses included in net income (842,698) '353,933 (488,765) -
Net unrealized gains and losses on securities 10,079,294 (4,233,303) 5,845,991
Other comprehensive income ¥10,079,294 ¥ (4,233,303) ¥ 5,845,991
Thousands of Yen ‘
Pre-tax Tax (expense) Net-of-tax
¢ amount or benefit amount
" Forthe year ended March 31, 2002
Unrealized gains and losses on securities: : ‘ e
Unrealized holding gains and losses arising during the period ¥(2,580,190) ¥ 1,083,680 ¥(1,496,510)
Less reclassification adjustment for gains and losses included in net income 31,797 (13,355) 18,442
Nert unrealized gains and losses on securities {2,548,393) 1,070,325 (1,478,068) ‘
Foreign currency translation adjustments 183,610 ‘ - 183,610 .
Other comprehensive loss ¥(2,364,783) ¥ 1,070,325 © ¥(1,294,458) ' ‘
Thousands of U.S. Dollars
Pre-tax Tax (expense) Net-of-tax
amount or benefic amount
For the year ended March 31, 2002
Unrealized gains and losses on securities: _ R
Unrealized holding gains and losses arising during the period $ (19,4000 $ 8,148 $ (11,252
Less reclassification adjustment for gains and losses included in net income 240 (101) 139
Net unrealized gains and losses on securities (19,1690) 8,047 (11,113)
Foreign currency translation adjustments 1,380 - 1,380 .
Other comprehensive [oss $ (17,780)  § 8,047

e e A i S i s 2

e e B i




8. STOCK-BASED COMPENSATION PLAN

The Company has a stock-based compensation plan as an incentive plan for directors and selected employees. The plan uses unsecured
bonds with detachable warrants which are described in Note 5.

Upon issuance of the bonds with detachable warrants, the Company has purchased all of the detachable warrants and distributed
them to the directors and the selected employees of the Company. _ A

By exercising a warrant, the directors and the selected employees can purchase the common stock of the Company, the number of
shares of which is calculated as ¥4,500 thousand ($34 thousand) divided by the exercise price. The warrants become exercisable 2 years ..
after the date of grant for the directors and the selected employees based on agreements with the Company regardless of the exercisable
term of the underlying warrants and expire 5 years from the date of grant.

A summary of the plan activity for the years ended March 31, 2001 and 2002 is as follows:

2001 ' 2002
Weighted-average . Weighted-average
exercise price exercise price
Number of Shares Yen Number of Shares Yen U.S. Dollars
Ourstanding, beginning of year : - - 237 ¥740,017 $5,564»
Granted 237 ¥740,017 - : - -
Exercised : ' - - - - -
Qutstanding, end of year 237 740,017 237 740,017 5,564
Exercisable, end of year - ¥ - - ¥ - $ -

A summary of warrants outstanding and exercisable at March 31, 2002 is as follows:

: __Yen
Exercise price range ¥740,017
Outstanding:
Number of shares 237 -
Weighted-average remaining life (years) 3.21
Weighted-average exercise price:
Yen ) ¥740,017
U.S. Dollars $ 5,564

Exercisable:
Number of shares
Weighted-average exercise price:
Yen -
U.S. Dollars ' -

As the exercise price was determined based on the fair value per share of the Company near the date of'grant, compensation expense
for the plan was not material for the years ended March 31, 2001 and 2002.




%

In accordance with SFAS No. 123, the Companies have elected to account for stock-based compensation under the provisions of APB No. 25. Had
compensation for the Companies’ plan been recognized based on the fair value at the grant date under the methodology prescribed by SFAS No. 123, the

Companies’ pro forma net income and EPS for the years ended March 31, 2001 and 2002 would have been impacted as follows:

Thousands of

Thousands of Yen U.S. Dollars
2001 2002 2002 -
Net income: ‘ - Co
As reported ¥5,125,109  ¥5,608,831 $42,172
Pro forma 5,160,416 5,573,524 41,907
Yen U.S. Dollars
2001 2002 2002
¢ Basic EPS: o S
As reported ¥13,936.64  ¥14,638.58 $110.06
Pro forma 14,032.65 14,546.43 109.37
Diluted EPS: ' : _
As reported 13,935.31 14,638.58 - 110.06
Pro forma 14,031.31 14,546.43

109.37

The weighted-average fair value per share at the date of grant for warrants granted during the year ended March 31, 2001 was ¥3,662. The fair
value of warrants granted on the date of grant in determining the pro forma impact is estimated using the minimum value method, which does not
require consideration of volatility of the Company’s stock over the expected life of the option, with the following weighted-average assumprion:

2001 2002
Risk-free interest rate 0.81% -
Expected life (years) 3.50 -
Expected volatility . 0.00% -
Expected dividend 0.71% —

9. SEGMENT INFORMATION

As indicated in Note 1, thc Companies operate in a single operating segment which i is to prov1de satellite telecommunications and

broadcasting services to customers.

Revenues from external customers for each service for the years ended March 31, 2000, 2001 and 2002 are as follows

Thousands of
Thousands of Yen LDOHZ_IS_
2000 2001 2002 2002
Revenues from: : ‘
Telecommunications business services ¥10,182,361 ¥11,777,489 ¥12,976,426 $ 97,567
Satellite broadcasting services '

(primarily related to SKY PerfecTV!) 14,151,647 16,899,757 17,999,918 135,338
Telecommunications carrier services (NTT and relaced entities) 2,579,235 8,922,714 8,732,277 65,656
Other 73,003 560,473 1,074,196 8,077

Total revenues ¥26,986,246 ¥38,160,433 ¥40,782,817 $306,638

The Companies’ revenues from external customers are mainly derived from customers in Japan and their long-lived assets are located mainly in Japan.

Revenues from NTT and related entities, which accounted for 10% or more of the Companies’ revenues for the years ended March 31, 2000, 2001
and 2002, were ¥2,586,580 thousand, ¥9,085,777 thousand and ¥9,454,343 thousand ($71,085 thousand), respectlvely Revenues from such
customers are included in Telecommunications business services and Telecommunications carrier services.




10. RESEARCH AND DEVELOPMENT EXPENSES AND ADVERTISING COSTS

Research and development expenses: :
Research and development expenses, which are charged to income as incurred, were ¥102,321 thousand, ¥269,336 thousand and

¥188,409 thousand ($1,417 thousand) for the years ended March 31, 2000, 2001 and 2002, respectively.

Advertising costs: :
Adbvertising costs are expensed as incurred. Advertising costs included in sales and marketing were ¥170,394 thousand, ¥233 486 thousand

and ¥181,226 thousand ($1,363 thousand) for the years ended March 31, 2000, 2001 and 2002, respecuvely

11. OTHER INCOME (EXPENSES)

Other—net as shown in other income (expenses) for the years ended March 31, 2000, 2001 and 2002 consisted of the following:

" Thousands of

Thousands of Yen . © ~ U.S. Dollars
2000 2001 2002 ) 2002

Cancellation fee income related to business service agreements - ¥ 20,741 ¥157,012 $1,181
Fees received related to the launch delay of ]CSAT-4A ¥ 162,220 - - : -
Office relocation cost : - - (232,906) (L,751) 7
Interest and dividend income . 47,517 120,495 98,861 743
" Gain (loss) on sales of investments—net 1,291,798 842,496 (35,549) (267)
Loss on write-downs of investments _ (50,397) {1,278) (294,565) . (2,215)
Foreign currency transaction gain (loss) (69,325) 253,700 557,768 4194
Other—~net (50,746) (34,694) 50,070 376
¥1,331,067 ¥1,201,460 ¥300,691 $2,261 -

12, INCOME TAXES

Income taxes in Japan applicable to the Company and its domestic subsidiary, imposed by the national, prefecture and municipal
governments, in the aggregare resulted in a normal effective statutory tax rate of approximately 42%. A foreign subsidiary is subject to
income taxes of the country in which it operates. :

A reconciliation between taxes calculated at the normal statutory rate in Japan and the Companies’ provision for income taxes in the
accompanying consolidated statements of income for the years ended March 31, 2000, 2001 and 2002 is as follows:

Thousands of .

Thousands of Yen . U.S. Dollars - ;
2000 2001 2002 2002

Taxes calculared at the normal rate in Japan ,
applied to pretax income ¥2,383,687 ¥4,072,107 ¥4,197,612 $31,561

Increases (decreases) in taxes resulting from:
Expenses not deductible for tax purposes

and income not taxable—net 77,267 94,569 78,561 591
Tax effects on equity in losses of affiliated companies 508,586 373,410 91,122 685
Other—net 8,466 30,297 (5.349) : C(41)

Total provision for income taxes ¥2,978,006 ¥4,570,383 ¥4,361,946 $32.,796




Total income taxes recognized for the years ended March 31, 2000, 2001 and 2002 are allocated as follows:

Thousands of .~
Thousands of Yen U.S. Dollars
2000 ‘ 2001 2002 2002
Provision for income taxes e ¥2,978,006 ¥4,570,383 ¥4,361,946 $32,796 |
Shareholders’ equity—accumulated other , : ‘ :
comprehensive income (See Note 7) s 1,214,172 4,233,303 (1,070,325) (8,047)
¥3,291,621 $24,749

Total income taxes : ¥4,192,178 ¥8,803,686

The tax effects of significant temporary deferences which result in deferred tax assets and liabilities at March 31, 2001 and 2002 are

as follows:
Thousands of
Thousands of Yen U.S. Dollars
2001 2002 - 2002
Deferred tax assets: v ,
Other investments ‘ ’ » - ¥ 84,987 . . $ 639
Long-lived assets e ‘ ¥ 856,568 . 976,464 7,342
Accounts receivable 422,510 283,408 2,131
Allowance for doubtful receivables . ' _ - 33,497 - 27,270 205
Liability for severance payments ' 162,779 - 282,895 2,127,
Accrued enterprise tax : : 344,754 161,889 S L217
Accrued bonus 63,582 100,674 - 757
Other . 102,870 272,921 2,052,
Total deferred tax assets 1,986,560 2,190,508 16,470 -
Deferred rax liabilies: :
Property—interest capitalization 268,246 285,544 2,147
Marketable equity securities and debt securities o 5,461,168 4,390,843 33,014
Other 8,414 26,046 195
Total deferred rax liabilities ‘ 5,737,828 4,702,433 35,356
Net deferred tax liabilities ¥(3,751,268)  ¥(2,511,925) $(18,886)

In assessing the realizability of deferred tax assets, management considers whether it is more likely than not that some portion or all

of the deferred tax assets will not be realized.

The ultimate realization of deferred tax assets is dependent upon the generation of future taxable income during the periods in which -
those temporary differences become deductible. Management considered the scheduled reversal of deferred tax liabilities, projected

future taxable income and rax planning strategies in making this assessment.

Although realization is not assured, based upon the level of historical taxable income and projections for future taxable income over "
the periods which the deferred tax assets are deductible, management believes it is more hkely than not that all of the deferred tax assets

will be realized.
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13. RECONCILIATION OF THE DIFFERENCES BETWEEN BASIC AND DILUTED NET INCOME PER SHARE

Basic and diluted EPS as well as the number of shares in the following table are adjusted for the year ended March 31, 2000 to reflect

the reverse stock split (2 shares to 1 share) that has become effective on January 25, 2000. Reconciliation of the differences between basic

and diluted EPS for the years ended March 31, 2000, 2001 and 2002 is as follows:

Yen

Thousands of Yen Number of Shares
‘ Weighted-
Net income average shares - EPS
For the year ended March 31, 2000: =
Basic EPS: :
Nert income available to common shareholders - ¥2,697,439 275,427 ¥ 9,793.66 e
Effect of dilutive securities: :
Warrants - - -
Diluted EPS: . _
Net income for computation ¥2,697,439 275,427 ¥ 9,793.66
For the year ended March 31, 2001:
Basic EPS: ‘
Net income available to common shareholders ¥5,125,109 367,744 ¥13,936.64
Effect of dilutive securities: '
Warrants - 35 -
Diluted EPS:
Net income for computation ¥5,125,109 367,779 ¥13,935.31
Thousands of Yen Number of Shares Yen U.S. Doltars
Weighted- i
Net income average shares EPS EPS
For the year ended March 31, 2002:
Basic EPS:
Net income available to common shareholders ¥5,608,831 383,154 ¥14,638.58 $110.96 .,
Effect of dilutive securities: - 5
‘Warrants - - - -
Diluted EPS: o
Net income for computation ¥5,608,831 383,154 ¥14,638.58 $110.06




14. LEASES

Lessee

The Companies have capital lease obligations principally for telecommunications equipment.
An analysis of the leased assets under capital leases as of March 31, 2001 and 2002 is as follows:

'Thousands of -

845 -

11,960 .

Long-term capital lease obligations

Thousands of Yen M
2001 2002 2002 o0
" Telecommunications equipment ¥271,500 ¥2,995,962 $22,526
. " Other 7,020 168,741 1,269
o, Less accumulated depreciation (150,581) (1,667,138) (12,535)
Net book value ¥127.939 ¥1,497,565 $11,260 . -
Future minimum lease payments at March 31, 2002 and thereafter are as follows: -
: Thousands of . -
Year ending March 31: Thousands of Yen U.S. Dollars” -
2003 ¥ 591,856 $ 4,450
2004 - 440,316 3,311 .
2005 323,412 2,432
2006 170,765 1,284
2007 57,862
2008 and thereafter 118,807 893"
Toral 1,703,018 12,805
Less amount representing interest 112,287 43
Present value of net minimum lease payments (See Note 5) ‘ : 1,590,731
Less current maturities 538,092 4,045
¥1,052,639

$ 7915 -

- Rental expenses under operating leases for the years ended March 31, 2000, 2001 and 2002 were ¥255,878 thousand, ¥364,235
thousand and ¥384,897 thousand ($2,894 thousand), respectively. The minimum rental payments under operating leases that have
initial or remaining noncancelable lease terms in excess of one year at March 31, 2002 are as follows: :

Thousands of - " "7

$ 3526 7
3,518
3,508 .
13,500 C
2,621

Year ending March 31: Thousands of Yen ~ US. Dollars
" 2003 - ¥ 468,937
2004 467,959
2005 466,601
2006 - 465,517
2007 348,558
2008 and thereafter -
Total ¥2,217,572

516,673 . .




Lessor
The Company leases satellite transponders under full-time dedicated telecommunications business services and telecommunications

carrier services and these leases are classified as cancelable operating leases under SFAS No. 13, “Accounting for Leases.”

Revenues from operating leases included in revenues were ¥9,206,953 thousand, ¥16,833,035 thousand, and ¥15,235,382 thousand
($114,552 thousand) for the years ended March 31, 2000, 2001 and 2002, respectively.

The following schedule provides an analysis of the Company’s investments in property on operating Ieases as of March 31,2001 and
2002:

Thousands of /.

Thousands of Yen U.S. Dollars
: 2001 2002 T2002
Telecommunications satellites on operating leases ¥35,392,125  ¥32,418,207 - $243,746
Less accumulated depreciation . ‘ (15,540,932)  (18,679,785) (140 450)

Net book value ¥19,851,193  ¥13,738,422

15. COMMITMENTS AND CONTINGENT LIABILITIES

Commitments: _
The commitments outstanding by the Companies at March 31, 2002 are for a launch contract for future replacement sacellices, a joint
procurement of a satellite for Horizons Satellite LLC and construction contract for new buildings of ¥14,990,625 thousand ($112 711
thousand), ¥3,795,705 thousand ($28,539 thousand) and ¥887,400 thousand ($6 672 thousand), respectively.

 Contingent Liabilities:
Contingent liabilities for guarantees given for an affiliated company’s bank borrowings amounted to ¥126,000 thousand ($947 thousand)

at March 31, 2002 (See Note 3).

16. FINANCIAL INSTRUMENTS

1. DERIVATIVE FINANCIAL INSTRUMENTS
The Companies are exposed to a variety of market risks including the effects of changes in interest rates and foreign exchange rares.
These exposures are managed, in part, with the use of derivative instruments.

Fair value hedges

For derivarive instruments designated as hedges of the exposure to changes in the fair value of a recognized asset or liability or a firm
commitment, the gain or loss is recognized in income in the period of change rogether with the offsetting loss or gain on the hedged
item ateriburable to the risk being hedged.

The Companies’ purchases of telecommunications satellites from overseas companies generate foreign currency exposures related to
buying in currencies other than the functional currency. The Company has entered into foreign exchange forward contracts and
currency swap agreements to hedge market risks from the changes in foreign exchange rates associated with firm commitments for a launch
contract of telecommunications satellites denominared in foreign currencies.

The Companies enter into these transactions in accordance with internal policies which regulare the authorization and assess foreign

exchange rate risk by continually monitoring changes in its exposures.

Undesignated derivative instruments

For derivative instruments not designated as hedging instruments under SFAS No. 133, the gain and loss is recognized currently in income.
These derivative instruments include foreign exchange forward contracts, foreign currency option contracts, interest rate swap

agreements and interest rate cap agreements. The intent of these derivative instruments is to economically hedge foreign currency exposures,




created by commitments for a launch contracrt of telecommunications satellites and investments in securities denominared in forelgn
currencies, and interest rate exposures associated with long-term debt

2. CONCENTRATION OF CREDIT RISK
A certain concentration of the Companies’ business services is found in multi-channel digital broadcasting services through SKY Perfect.
However, due to the large number and diversity of the Companies’ customer base, concentration of credir risk with respect to trade .
accounts receivable is limited. The Companies perform ongoing credit evaluation of their customers’ financial condition. ‘

All of the Companies’ telecommunications carrier services are provided to NTT and related entities and to this extent thereisa
concentration of credit risk with respect to trade accounts receivable in this area. The Companies believe, however, that they are not
- exposed to significant credit risk in this business in light of the high credit ratings of NTT and related entities. '

The Companies are also exposed to the risk of credit-related losses in the event of nonperformance by counterparties to derivative
financial instruments. The Companies transact with selected international financial institutions to minimize the credir risk exposures. -
Credit risk is managed through the credit line that is approved by management. '

3. DISCLOSURES ABOUT FAIR VALUE OF FINANCIAL INSTRUMENTS ‘

The following methods and assumptions were used to estimate the fair value of each category of financial instruments for which i is
practicable to estimate that value. However, considerable judgment is required in interpreting marker data to develop the estimates of
fair value. Accordingly, the estimates presented herein are not necessarily indicative of the amounts that could be realized in a current
market exchange. The effect of using dxfferenr market assumptions and/or estimation methodologies may be material to the csnmated
fair value amounts.

Cash and cash equivalents, time deposits, accounts receivable, trade accounts payable and s/mrt—term borrowmgs
The carrying amounts approximare fair values because of the short maturity of these instruments.

Short-term investments and other investments ‘

The fair values of marketable securities included in short-term investments and other investments are based on quoted market prices.
The fair value information for each category of securities is set forth in Note 2. It is not practicable to estimate fair values of the
investments in non-traded and unaffiliated companies.

Non-current accounts receivable (included in other assets)
The fair values were estimated by discounted future cash flows using currendy available market rates.

Long-term debt
The fair values were estimated by discounted future cash flows using currently available market rates.

Foreign exchange forward contracts, foreign currency option contracts and currency swap agreements
The fair values of these instruments were estimated based on values quoted by brokers.

Interest rate swap agreements and interest rate cap agreements
The fair values of these instruments were estimated based on values quoted by brokers.




Thousands of Yen

2001

Notional amount

Carrying amount -

Estimated fair -

value

Financial assets:
Cash and cash equivalents
Time deposits
Accounts receivable
. Non-current dccounts receivable

¥ 6,457,619

623,900

6,691,433
538,780

¥ 6,457,619
623,900.
6,691,433
506,497

Financial liabilities:
Short-term borrowings’

¥ (1,000,000)

¥ (1,000,000)

Trade accounts payable (1,583,961) (1,583,961%
Long-term debt (57,651,276) (60,015,657)
Derivatives: ‘ L o C
Foreign exchange forward contracts ¥ 1,741,164 ¥ 398,589 ¥ 369,456
Interest rate swaps 8,500,000 10,192 36,184
Interest rate caps 1,100,000 7,617 22
Thousands of Yen
2002
Notional amount ~ Carrying amount Estimared fair -
) value
Financial assets: :
Cash and cash equivalents ¥ 865,863 ¥ 865,863
Time deposits 4,500 4,500
Accounts receivable 4,261,432 4,261,432 -
Non-current accounts receivable 379,271

Financial liabilities:

- Short-term borrowings
Trade accounts payable
Long-term debt

404,085

¥ (3,350,000)
(730,868)
(49,865,254)

¥ (3,350,000)
(730,868)
(50,908,043) -

Derivatives:
Foreign exchange forward contracts
Foreign currency option contracts
Currency swap agreements
Interest rate swaps
Interest rate caps

¥ 824,100 .

5,502,938
3,683,813
7,500,000
1,160,000

¥ 98,585
189,699
318,350
12,799

0

¥ 98,585
189,699 .-
318,550

12,799

0 -
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Thousands of U.S. Dollars

2002
Nocional amount Carrying amount Estimated fair

. value

" Financial assets: : o
Cash and cash equivalents - $ 6,510 $ 6510

. Time deposits 34 .. -3

- Accounts receivable 32,041' : 32,041, -

Non-current accounts receivable 3038 - . 2,852 .

Financial liabilities:
- Short-term borrowings

525189  § (25188)
(5,495) . (5:495) -

" Trade accounts payable
Long-term debt - (374,927) (382,767)

_ Derivatives: - . R
Foreign exchange forward contracts - $ 6,196 $ 74l 8 741

- . Foreign currency option contracts 41,375 L4261 L426 -
Currency swap agreements 27,698 . 2,395 . 02,395

" Interest rare swaps 56,391 96 ) 96 ..

Interest rate caps 8,271 I

17. SUBSEQUENT EVENTS

On April 3, 2002, the Company issued ¥20,000,000 chousand ($150,376 thousand) principal amount of zero coupon convertible bonds s
due 2007. These will be convertible into shares of common stock from April 17, 2002 to March 16, 2007 with a conversion price of

27 ¥739,000 ($5,556). The proceeds of the offering will be utilized primarily to purchase telecommunications satellites. :

On April 26, 2002, a resolution was made by the Company’s Board of Directors for the payment of a cash dividend to shareholders - - :
of record on March 31, 2002 of ¥2,500 ($19) per share or a total of ¥957,885 thousand ($7,202 thousand), subject to shareholders’
approval at the general shareholders’ meeting to be held on June 26, 2002 (See Note 7). ‘




Independent Auditors’” Report

Tohmatsu & Co.

MS Shibaura Building,

13-23, Shibaura 4-chome,
Minato-ku, Tokyo 108-8530, Japan

Tel: +81-3-3457-7321
Fax: +81-3-3457-1694

T - - Deloitte
Touche .
Tohmatsu .

To the Board of Directors and Shareholders of
JSAT Corporation:

We have audited the accompanying consolidated balance sheets of JSAT Corporation and subsidiaries as of March 31, 2001 and 2002,
and the related consolidated statements of income, comprehensive income, shareholders’ equity, and cash flows for each of the three
years in the period ended March 31, 2002 (all expressed in Japanese yen). These financial statements are the responsibility of the -
Company’s management. Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America. Those st:indards
require that we plan and perform the audit to obrain reasonable assurance about whether the financial statements are free of material
misstatement. An audir includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial '
statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion. '

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of JSAT Corporation
and subsidiaries as of March 31, 2001 and 2002, and the results of their operations and their cash flows for each of the three years in
the period ended March 31, 2002 in conformity with accounting principles generally accepted in the United States of America.

Our audits also comprehended the translation of Japanese yen amounts into United States dollar amounts and, in our opinion, such
translation has been made in conformity with the basis stated in Note 1. Such United States dollar amounts are presented solely for the -

convenience of readers outside Japan.

June 1, 2002




This satellice is the successor to JCSAT-2 and was launched in March 2002. It has

. additional C-band transponders which provide a broad network for globat customers, cov-
. ering Hawaii, Asia and Oceania. [ts Ku-band transponders are employed mainly for com-
munications carriers, corporate and public-sector networks and pulse-code modulation

(PCM) audio broadcasts.

RICSATZIBIIS0E)

" Broad Ku-band cov:rage makes this satclhtc suntablc for domestic as well as international
T telecommumcauons services,

N:STARD{(136E): BZNESTARAI(132{E)E

These satellites are used for telecommunications carrier services offered by the NTT Group
- and for corporate intranets.

sICSATEs2siE) |

This satellite’s Ku-band transponders are used along with those of JCSAT-4A primarily for
the digital multichannel sacellite broadcasts of SKY PerfecTV/ and corporate internal net-
works. Ies C-band transponders, covering the area from Pakistan to Hawaii, are mainly

- used for international telecommunications within the Asia-Pacific region.

v  Together wn:h JCSAT-3, this satellite handles SKY PerfccTV’ broadcasts as well as corpo-
- rate internal networks and satellite intranet services.

FICSATHOA0E)

This satellice is located in the same orbital slot as Japanese BS satellites and used for the new
DTH service of SKY PerfecTV/ 2.

transponders will cover North America and Hawaii, Togcther with the C-band transpon-
ders of JCSAT-2A, it will create a seamless network from the U.S. East Coast to Asia and
Oceania and will be used for content distribution networks.

* Orbital position - Long 154°E | Long 150°E | Long 136° 5” Long 132°E | Long 128°E |  — Long. 124°E | Long 110°E Long, 127:W
' . : 2nne:
Launchdate *~ . Mar. 29,2002 | Dec.3,1997 | Feb.5, 1996 | Aug.29,1995 | Aug. 29,1995 | Feb. 17,1997 | Feb. 16,1999 | Oct7,2000 | Dec.20020r
(Japan time) K o shortly thereafter
Satellite bus ’ Boeing 601 Boeing 601 FS1300 . FS1300 Boeing 601 Bocing 601 Bocing 601 A2100AX Boeing GOIHP
‘Design fite Y years o w1—27ycars T o Oynrs- 1 12ycars Y years s years 15 years 15 years
Communications Ku-band/ Ku-band Ka-band/ Ka-band/ Ku-band/ Ku-band/ Ku-band Ku-band Ku-band
system frequency band.  C-band Ku-band/ Ky-bang/ C-band C-band
Bandwidth and Ku: 57 MHz x16 27 MHz x16 |Ka: 100 MHz x § |Ka: 100 MHz x 5 [Kuw 27 MHz x16 Ku: 27 MHz x16 27 MHz x32 36MHz x12| 36 MHz x2¢
z x : z x u Hz : 2 x : T x

transponders ¢ 7aMHzx S|C 72 M z: 5




Design Life of Satellites

(Calendar year) 1995 2000 2002 2005 2010 2015

ESAE2ANT54E)

e ICEE

JCSATHBIHS0E)

SNESTARD(H,

TAR 3132 E);

ENES

{CSAETHONIINEN

“Design Life” and “Operational Life” of Satellites
The above table indicates che design life of each satellite operaced by JSAT, as of the time of production of this annual report. The design life of a satellite is not the same as the operational life
and does not indicate che launch time of replacement satellites or the timing of investment in replacement satellites. In addition, the operational life of a satellite may be shorter than the design

life, due to such factors as excessive consumption of propulsion fuel or in-orbir failure.

Coverage Areas

=== Ku-band
—— C-band
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(As of March 31, 2002)

Company name:
JSAT Corporation

Established:
February 1985
Capital:
¥53,769,570,000

Number of employees:
199 (251 on a consolidated basis)

JSAT Corporation:

Headguarters:

Pacific Century Place Marunouchi 18F

1-11-1 Marunouchi, Chiyoda-ku, Tokyo 100-6218, Japan
Tel +81-3-5219-7778

Fax +81-3-5219-7878

Yokohama Satellite Control Center (main control center):
229-1, Miho-cho, Midori-ku, Yokohama, Kanagawa
226-0015, Japan

Tel +81-45-922-7111

Fax +81-43-922-7005

Gunma Satellite Control Station (backup control station):
3590-1, Aza-Momoizumi, Qaza-Arai, Shinto-mura,
Kita-Gunma-gun, Gunma 370-3503, Japan

Osaka Branch Office:

Sumitomo Bldg. No. 2 6F

4-7-28, Kitahama, Chuo-ku, Osaka 541-0041, Japan
Tel +81-6-6223-0513 ‘

Fax +B81-6-6221-4558

Singapore Representative Office:

20 Cecil Street #11-03/06, The Exchange, Singapore 049705
Tel +65-6438-3101

Fax +65-6820-2159

JSAT International Inc.:

5230 Pacific Concourse Drive 2F, Los Angeles, CA 90045, US.A.
Tel +1-310-643-4484

Fax +1-310-643-4485

Satellite Network, Inc.:

GF, Toranomon Daiichi Bldg,,

2-3, Toranomon 1-Chome, Minato-ku, Tokyo 105-0001, Japan
Tel +81-3-3597-6031

Fax +81-3-3597-6030

Information
If you have any questions, please contact:

JSAT Corporation

Investor Relations Department

Corporate Planning & Communications Group

Pacific Century Place Marunouchi 18F

1-11-1 Marunouchi, Chiyoda-ku, Tokyo 100-6218, Japan
Tel +81-3-5219-7778

Fax +81-3-5219-7878

URL: heep://www.jsat.net

E-mail: investors@jsat.net

Corporate History Feb. 1985

@ Japan Communications Satellite, Inc. (JCSAT), established

Apr. 1985 Satellite Japan Corporation (SAJAC) established

Mar. 1989 JCSAT-1 satellite launched

Jan. 1990 B2 JCSAT-2 satellite launched

Aug. 1993 Name changed to Japan Satellite Systems Inc. (JSAT) upon the merger of JCSAT and SAJAC
Aug. 1995 €1 JCSAT-3 satellite launched

Feb. 1997 JCSAT-R satellite launched

Dec. 1997 B JCSAT-1B satellite launched

Feb. 1999 JCSAT-4A satellite launched

Mar. 2000 Majority interest in N-STARa and N-STARD satellites acquired from NTT Communications
Apr. 2000 Name changed to JSAT Corporation

Aug. 2000 8 Shares listed on the First Section of the Tokyo Stock Exchange

Oct. 2000 B JCSAT-110 satellite launched

Jul. 2001 @ Satellite Network, Inc. (SNET), became a subsidiary

Jul. 2001 JSAT International Inc. (JII) established

Mar. 2002 &8 JCSAT-2A satellite Jaunched




Stock Information )
(As of March 31, 2002) '
Shares
Authorized number of shares 450,000
Number of shares issued 383,154.5
Total number of shareholders 24,713
Ten Major Shareholders
Number of shares Shareholding
NTT Communications Corporation 62,900 16.41%
Mizuho Trust & Banking Co., Ltd. .
(Pension trust account for ITOCHU Corporation) 59,850 15.62% . ‘
Mitsui & Co., Lid. ' ‘ 53,642 14.00% -
Sumitomo Corporation 45,085 11.76% o
UF] Trust Bank Ltd. (Trust account A) ' 33,526 8.75%
ITX Corporation 24,475 6.38%
ITOCHU Corporation 5,743 1.49%
The Mitsubishi Trust & Banking Corporation (Trust account) 4,639 1.21%
Japan Trustee Services Bank, Led. (Trust account) 3,315 0.86%
Mitsui Asset Trust & Banking Co., Ltd. (Trust account 2) 3,199 0.83%
Note: JSAT does not hold shares in any of the above companies.
Breakdown of Breakdown of Shares Held
Shareholders by Type by Shareholder Type

Financial -] forcign

mstuoens nvestors

0.33% 4.40%

D Foreign

investors B Sccurides M Securities
0.35% companies, companics,
B Japanese others athers
corporations 0.13% —1.42%
1.48% »

Financial
institutions $%
- Individual - 31.74%  §

investors

11.91% :

Percentage of sharcholders Percem#ée of shares °
Shareholder Informatioﬁ
Fiscal year end: ' . March 31
Annual general meeting of shareholders: June . o
Payment of dividends (dividend record date): March 31 (September 30 when interim dividends are paid)
Publication for official announcements: Nihon Keizai Shimbun ' '
Transfer agent and handling office: The Chuo Mitsui Trust and Banking Company, Limited.

33-1, Shiba 3-chome, Minato-ku, Tokyo 105-8574, Japan




